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MANAGEMENT OF THE MEDICARE PROGRAM

THURSDAY, FEBRUARY 11, 1999

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HEALTH,
Washington, DC.
The Subcommittee met, pursuant to notice, at 2:35 p.m., in room
1310, Longworth House Office Building, Hon. William Thomas
(Chairman of the Subcommittee) presiding.
[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON HEALTH

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943
February 4, 1999
No. HL-1

Thomas Announces Hearing on
Management of the Medicare Program

Congressman Bill Thomas (R-CA), Chairman, Subcommittee on Health of the
Committee on Ways and Means, today announced that the Subcommittee will hold
a hearing to examine the Health Care Financing Administration’s (HCFA’s) ability
to administer the current Medicare program and to manage the future needs of
growing numbers of seniors. The hearing will take place on Thursday, February 11,
1999, in 1310 Longworth House Office Building, beginning at 2:30 p.m.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. Invited witnesses will include HCFA
Administrator, Nancy-Ann Min DeParle, representatives from the U.S. General Ac-
counting Office, and contractors who process and audit claims for the Medicare pro-
gram. However, any individual or organization not scheduled for an oral appearance
may submit a written statement for consideration by the Committee and for inclu-
sion in the printed record of the hearing.

BACKGROUND:

Medicare serves 37 million Americans, providing health coverage to seniors, dis-
abled beneficiaries and kidney failure patients. According to recent analysis by the
Congressional Budget Office, total Medicare spending for Fiscal Year 1999 is ex-
pected to be approximately $218 billion. HCFA, which administers the Medicare
program, faces both short-term challenges and potential long-term pitfalls.

The short-term challenge for HCFA is implementing the Balanced Budget Act of
1997 (BBA) (P.L. 105-33). The BBA ensures solvency of the Medicare trust funds
for the next decade by establishing new payment methodologies for skilled nursing
facilities, home health agencies, hospital outpatient departments, and other service
categories. In recent months, HCFA has delayed implementation of a number of
BBA provisions. The long-term problems facing the program, including demographic
changes and rising medical costs, are being addressed by the Bipartisan Commis-
sion on the Future of Medicare. But, unless the short-term challenges are success-
fully resolved, HCFA will be ill-prepared to cope with future needs of seniors.

One year ago, the Subcommittee asked GAO to do a thorough examination of
HCFA’s ability to meet its program management challenges and to describe any ac-
tions HCFA needed to take to accomplish its objectives over the next few years. The
GAO found that the program growth and greater responsibilities were “outstripping
HCFA’s capacity to manage its existing workload” and made several recommenda-
tions. The Subcommittee has requested that the GAO return to HCFA, one year
later, to document the current status of the agency and to note any areas of par-
ticular concern.

In announcing the hearing, Chairman Thomas stated: “Taxpayers and our na-
tion’s seniors deserve a well managed Medicare program that meets their health
needs. As the Committee begins its work addressing the complex issues facing the
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Medicare program, a natural place to start is with a thorough examination of the
agency which administers the program.”

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit at least six (6) single-spaced copies of their
statement, along with an IBM compatible 3.5-inch diskette in WordPerfect 5.1 for-
mat, with their name, address, and hearing date noted on a label, by the close of
business, Thursday, February 25, 1999, to A.L. Singleton, Chief of Staff, Committee
on Ways and Means, U.S. House of Representatives, 1102 Longworth House Office
Building, Washington, D.C. 20515. If those filing written statements wish to have
their statements distributed to the press and interested public at the hearing, they
may deliver 200 additional copies for this purpose to the Subcommittee on Health
office, room 1136 Longworth House Office Building, by close of business the day be-
fore the hearing.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement
or exhibit submitted for the printed record or any written comments in response to a request
for written comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

1. All statements and any accompanying exhibits for printing must be submitted on an IBM
compatible 3.5-inch diskette WordPerfect 5.1 format, typed in single space and may not exceed
a total of 10 pages including attachments. Witnesses are advised that the Committee with rely
on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub-
lic hearing, or submitting written comments in response to a published request for comments
by the Committee, must include on his statement or submission a list of all clients, persons,
or organizations on whose behalf the witness appears.

4. A supplemental sheet must accompany each statement listing the name, company, address,
telephone and fax numbers where the witness or the designated representative may be reached.
This supplemental sheet will not be included in the printed record.

The above restrictions and limitations apply only to material being submitted for printing.
Statements and exhibits or supplementary material submitted solely for distribution to the
Members, the press and the public during the course of a public hearing may be submitted in
other forms.

Note: All Committee advisories and news releases are available on the World
Wide Web at ‘HTTP:/WWW.HOUSE.GOV/WAYS MEANS/.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Chairman THOMAS [presiding]. The Health Care Subcommittee
will come to order.

This is our first hearing obviously of the 106th Congress. We're
going to focus on the management of the Medicare Program and its
administering by the Health Care Financing Administration.
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It’s our honor once again to have as our lead off witness, the ad-
ministrator of the Health Care Financing Administration, Nancy-
Ann Min DeParle. And, as I've often said, one of these days, I'm
going to reverse the order of the hearing. You get to go first this
time. But oftentimes when we have additional panels, their written
testimony references concerns which I think would be more prop-
erly addressed by having the administrator respond to those. So we
have to kind of make it happen before the panel gets to testify. And
the administrator came in after we began the organizational meet-
ing, but I'm going to talk to her about that because of pending time
constraints. I do think that kind of a structure might be more use-
ful when we'’re dealing with some of the issues that we’ll be facing
for example today. Oftentimes people will pose questions. There are
answers to those questions, but if we don’t get to answer them,
they seem like more significant questions than they are.

We are, as was indicated, waiting for the Bipartisan Commission
on the Future of Medicare to hopefully provide some solutions for
the long-term solvency of the program. We're going to be looking
at our ability to deal with short-term issues, including obviously
the implementation of the Balanced Budget Act of 1997. And, as
significantly, getting an update on the so-called Y2K ability for us
to respond because, frankly, if we can’t handle the short-term
structural concerns, we’re not going to be as prepared as we would
like to be for the long-term changes.

All of us are cognizant of the fact that this program needs to be
restructured. The degree to which it needs to be restructured, the
manner in which it needs to be restructured is obviously open for
discussion.

Following the administrator, we will, as per our usual script,
have Dr. Scanlon, head of the General Accounting Office’s Health
section, review management and practices. There has been exten-
sive interviewing. And it was clear from the testimony, if the mem-
bers read Dr. Scanlon’s testimony, that HCFA personnel were more
than open and cooperative in discussing those things that have
been successful and some of those things that have not been suc-
cessful.

And then, as I said, the final panel will be some frontline private
contractors who deal with contracting on the A and the B side of
Medicare to provide us with the view from the private contractors
day-to-day functioning process within the structure. And we look
forward to hearing from them as well.

So prior to your testimony, I call on the gentleman from Cali-
fornia, the Ranking Member, for any comment he may have?

Mr. STARK. Thank you, Mr. Chairman. I just want to comment
about enforcing the rules regarding testimony. I was never very
successful in the past, but perhaps the Chair could be. A solution
would be to be very tough about requiring witnesses submitting
written testimony, to submit it 24 to 48 hours before the hearing
and to distribute it to all of us so we have the night before to go
through it, or at least have our staffs do so. And, it would seem
to me, when we have administration witnesses, I would think there
would be nothing wrong with having the testimony shared among
the prospective panels. There’s really no reason they can’t get it in.
It’s just that we all procrastinate.
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So I would urge the Chair, and I would be glad to join with him,
to urge all witnesses and panel members to get their testimony in
on time. I think it would make the hearings more interesting for
all of us.

I would like to congratulate you for this hearing and congratu-
late the administrator, Nancy-Ann Min DeParle, for the work that
she’s done. It was recently reported that her error rates dropped
from 11 to 7 percent, and it saved us about $10 billion. Now, if she
could just do that every year for the next several years, we would
be home free. However, she is still, in my opinion, overwhelmed by
workload and criticism. And it’s interesting to note that under her
administration. HCFA, the Health Care Financing Administration,
is actually smaller today than it was 20 years ago when it was cre-
ated. So as we've increased the responsibilities, we have not in-
creased the authority and the flexibility to expand the staff and
support that they need to keep up with the work.

It’s essential that they look beyond this Y2K problem to modern-
izing their entire system and use market measures to obtain fairer
prices in buying the services. The contracting rules also should be
updated. They were last written in 1965. For several years, I have
worked with the Appropriations Committee to make sure that
HCFA’s administrative appropriations have been fully funded. And
while I've praised HCFA for low overhead, I've also cautioned that
we may have reduced their overhead too much.

I would like to paraphrase for a minute and submit for the
record a letter, an open letter in Health Affairs, by Stuart Butler,
Bill Gradison, Marilyn Moon, Uwe Reinnard, Bob Reischauer, Bill
Roper, John Rother, and Gail Wilensky. This is an unusual group
to be agreeing with each other and sending a letter. And without
belaboring the point, they point out that Medicare spending has in-
creased in 1997 by tenfold, but the agency’s work force is even
smaller. They hammer on that point and they criticize both, or all,
previous administrations for the failure to provide the agency with
adequate administrative resources. They say that we must reexam-
ine the funding, management, and oversight and to do anything
else is short-changing the public and leaving HCFA in a State of
disrepair.

I think we can all find places to criticize, but I think we have
to look here. We don’t have the authority on this Subcommittee
provide HCFA with the money and the resources they need. But,
I certainly think we would probably be—and I say this with all
trepidation—that we probably are in a better position to analyze
HCFA’s need than our -colleagues on the Appropriations
Committee. And I hope that I'll see all the Members of this Sub-
committee joining with me when we go to the Appropriations Com-
mittee and the Budget Committee to see that HCFA is appro-
priately funded. You can’t expect them to do the job we want, Mr.
Chairman, unless we provide them the resources. And I don’t say
that to assess any blame. Since we can’t provide the resources, we
have to go out and lobby for HCFA and be an advocate for them
once we tell them what to do.

Thank you very much for having this hearing.

Mr. KLECZKA. Mr. Chairman.
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Chairman THOMAS. The normal rules of the Subcommittee is
that opening remarks are reserved for the Chairman and the Rank-
ing Member and other Members may submit written statements.
But the gentleman from Wisconsin?

Mr. KLECZKA. Mr. Chairman, we’ve been joined by a fellow Mem-
ber of the Committee, Mr. John Tanner from Tennessee, and if the
Chairman agrees, he would like to offer a welcome to the adminis-
trator since she hails from his State?

Chairman THOMAS. And the Chair would also welcome the gen-
tleman from Georgia once again, Mr. Lewis. I would tell the gen-
tleman that if he does the introduction, the Chair would like to
take a brief time between the introduction and the administrator’s
testimony, but I don’t want to step on the Tennessee welcome to
the administrator. Mr. Tanner.

Mr. TANNER. Thank you, Jay. Thank you, Mr. Chairman. And I
want to—Ms. DeParle has been a long time friend. She’s from Ten-
nessee. She worked in administration down there when I was in
the legislature. I saw an article in the Los Angeles Times just the
other day about how the error rate in billing has been cut in half
during your tenure or shortly after you came. And this Sub-
committee I know is anxious to hear you, and I just wanted to stop
by and welcome you. And we appreciate the job you’re doing here
for us.

Ms. DEPARLE. Thank you so much.

Mr. TANNER. Thank you, Mr. Chairman.

Chairman THOMAS. I thank the gentleman. Let the Chair say
that this is an important Subcommittee. Ways and Means has
some of the brightest and best Members in the House. This Sub-
committee, in my opinion, selects from that pool. And that over the
years we have done some very, very difficult work. The work is on
behalf of the seniors in the United States and the Chair has noted,
including himself at times, that perhaps the way in which the
meetings have been conducted probably were not at the level of the
responsibility we feel to the seniors.

In casting around to come up with a way in which we would not
be disruptive of the business of the Subcommittee, in the past the
Chair has noticed that the way that it has evidenced itself has
been that Members would follow other Members’ responses. The
Chair’s initial reaction was to go with the NBA season and provide
Subcommittee Members with whistles. That probably would be
more disruptive than the suggestion I came up with since the NFL
season has just ended. The idea would be that the Chair would
pass out to Members a penalty flag in which if any Member, in-
cluding the Chair, were to make remarks which clearly would be
out of bounds using the test of the importance of the mission in
front of us, the Chair would say that a single flag from the minor-
ity side probably is not as relevant as a flag from both the minority
and the majority side. [Laughter.]

However, two flags from either side should be sufficient. The goal
being that we don’t take up the Committee time in terms of the
verbal fencing, but that you simply let it be known that a penalty
in your opinion has been committed and then we move on. I think
that will at least create an atmosphere, if not of civility, no severe
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physical wound will occur from this. Hopefully, a bit of a psychic
damage will occur and we can move forward.

With that, I would ask the gentlewoman from the State that has
the national champions in football, and that’s purely coincidental,
give us her report. Thank you for your report in writing. It will be
submitted to the record in it’s entirety, and the administrator has
our ear to present her information as she see fits.

Welcome, Nancy.

STATEMENT OF HON. NANCY-ANN DEPARLE, ADMINISTRATOR,
HEALTH CARE FINANCING ADMINISTRATION

Ms. DEPARLE. Thank you, Chairman Thomas and thank you, Mr.
Stark and other distinguished Members of the Committee.

I appreciate being here today to discuss the progress that we’re
making in strengthening the management of the Health Care Fi-
nancing Administration. I also want to thank my colleagues at the
General Accounting Office for their careful evaluation and advice.
This is the second of these evaluations that this Committee has
sponsored, and they've been extremely helpful to me as I look at
the problems facing the Agency and how I should be addressing
them.

I have now been the administrator of the Health Care Financing
Administration for a year. When I came before you in January of
last year, I told you that I had several immediate goals and they
were first to strengthen Medicare, starting with implementation of
the 335 provisions of the Balanced Budget Act that had recently
been passed. Second, to ensure that our computer systems were
Y2K compliant, that there would be no disruption of services to
beneficiaries or claims payment to providers because of the com-
puter system problem. Third, sharpening our focus on fraud, waste,
and abuse, reducing the number of claims that Medicare pays inap-
propriately. And, fourth, launching the new children’s health insur-
ance program, which was one of the signal achievements of the last
Congress in providing health insurance coverage to millions of low-
income children whose families couldn’t afford it.

What I've tried to do in the past year are really three things:
First, to set forth clear goals for the agency, and those are the ones
that I've outlined for you last year and we’ve stuck to this year.

Second, I brought in a new leadership team, many people from
the private sector to help us achieve those goals. And to name just
a few of them, we now have a physician who was a practicing inter-
nist for more than 20 years, Dr. Bob Berenson, and also ran a PPO,
who is now the head for the Center for Health Plans and Providers
and is leading us in the implementation of the Balanced Budget
Act. We have a geriatrician, Dr. Jeff Kang as the chief clinical offi-
cer, leading our efforts in quality and working to establish a more
open and accountable Medicare coverage process, which I know is
one of the issues of particular interest to you, Mr. Chairman. We
have a gerontologist, Carol Cronin, who specialized in providing
health care education for consumers and for large corporations and
their employees, running our Center for Beneficiary Services which
was created as part of the reorganization. And she is leading the
development of the national Medicare education program. And we
have a veteran of the Inspector General’s Office, Penny Thompson,
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who is leading our efforts to improve program integrity in the
Medicare and Medicaid Programs.

Finally, with this team I've tried to provide leadership to the
4,000 HCFA employees who are working to achieve the vision that
I have for the agency, which is a more efficient, responsive, and ef-
fective agency. Our job is enormous and it’s far from done.

And if you'll allow me one more reference to Tennessee, Mr.
Chairman, I come from the hills of east Tennessee and we have a
saying there. When someone asks for directions, we tell them, “You
go over those hills and then there’s some more hills.” That’s how
it is at the Health Care Financing Administration as well. When
you’re providing health insurance coverage to 74 million Ameri-
cans; when you're working with 1.6 million providers; when you're
the steward of more than $300 billion a year in public dollars,
there are many challenges and there are new challenges every day.
But with your help and with Congress’ help, we have been making
solid, steady progress.

Since I was here last year, we’ve implemented some 188 of the
335 provisions in the Balanced Budget Act. And I'm not counting
there some of the things like provider updates that have been par-
tially implemented but we have to do it again this year.

We’re making substantial progress on the other 147 provisions.
And to do this, last year we published 92 regulations, which I think
has to be something of a modern record for us. In fact, today we're
publishing a rule clarifying several aspects of Medicare Plus
Choice. It’'s what we refer to as the “mini-rule” that responds to
some of the concerns that plans had about the regulation that we
put out last July. We’re also announcing today the establishment
of a new Citizens Advisory Committee on Beneficiary Education.
And we’re soliciting nominations from the public and from all of
you for people who can help us to make sure that we’re keeping
the beneficiary first as we establish our beneficiary education pro-
gram.

We have made enormous progress on the Y2K computer problem.
As of December 31, 1998, all 25 of our internal mission critical sys-
tems and 54 of 78 external mission critical systems had been re-
paired, tested, and certified. We are on track to fix and certify any
remaining systems by March of this year.

We have worked aggressively with States, providers, Members of
Congress, and others to implement the new children’s health insur-
ance program. We've approved plans for 47 States and also the Dis-
trict of Columbia and two territories.

We have made I think good progress in improving our record on
program integrity. As Mr. Stark noted, on Tuesday the Inspector
General announced that the Medicare error rate, the rate of claims
that we pay inappropriately had dropped to 7 percent, I'm not sat-
isfied with 7 percent, but I am happy to see that we had a 45 per-
cent drop in 2 years. And, again, I thank you for the support that
you've given us in making those efforts.

And, finally, we launched a new initiative last summer to im-
prove our enforcement with the States of quality in our Nation’s
nursing homes. There are 17,000 nursing homes in the country,
and many, many of our fellow Americans are living there and de-
serve a better quality of life.
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I appreciate the help that many Members of this Committee have
given me over the past year. Many of you have worked with me
personally to identify problems as we’ve been implementing the
Balanced Budget Act. You've helped us get the resources to deal
with those problems, and you've been understanding about the dif-
ficulty and the magnitude of the job that we’re trying to do. We're
going to, of course, be asking you for more help this year, both with
our budget and also for help with some management changes that
we would like to make. Mr. Stark referred to one of them, con-
tractor reform. We would like some more flexibility to deal with
some of the problems we have, and we think that would help us
to enhance our capacity.

We share the same goals I think. We all want Medicare and
Medicaid to be strong, well-managed, and fiscally sound. We all
want to put the beneficiary first. And we all share a vision of
HCFA as more efficient, accountable, and a more effective agency.

On behalf of our beneficiaries and on behalf of the 4,000 people
at the Agency who worked very hard last year to make progress,
I want to thank you for your interest and support and for your help
in achieving the vision I have of a more effective HCFA.

Thank you very much, Mr. Chairman.

[The prepared statement follows:]

Statement of Hon. Nancy-Ann DeParle, Adminstrator, Health Care
Financing Administration

Chairman Thomas, Congressman Stark, distinguished committee members, thank
you for inviting me to discuss our progress in strengthening Health Care Financing
Administration (HCFA) management of Medicare and our other programs and re-
sponsibilities. I would also like to thank the General Accounting Office (GAO) for
its evaluation and advice on this and other subjects over the past year since I be-
came Administrator.

HCFA is the nation’s largest health insurer, providing coverage to about 74 mil-
lion people. Our workload has grown immensely with the Balanced Budget Act
(BBA) of 1997, the Health Insurance Portability and Accountability Act (HIPAA) of
1996, the challenges of complying with Year 2000 computer issues, fighting fraud,
waste, and abuse, and meeting the needs of the ever-growing number of bene-
ficiaries we serve.

Our programs—Medicare, Medicaid, and the new Children’s Health Insurance
Program—now provide more coverage, more health plan options, and more health
care security to Americans than ever before. Together they will pay for an estimated
$335 billion in benefits in 1999, and represent the Federal Government’s third larg-
est outlay. Medicare alone now processes about 900 million claims each year, is the
nation’s largest purchaser of managed care, and accounts for 11 percent of the fed-
eral budget.

We are working to meet our management challenges despite a rapidly growing
workload. I want to thank this Committee for its support of the President’s request
for HCFA last year. The growth in our workload over the past three years is unprec-
edented in HCFA’s history. Our discretionary program management appropriation
has remained relatively flat in recent years. The Congress did provide the Adminis-
tration’s full request for an increased management appropriation for fiscal year
1999, which represents a good first step. The President’s FY 2000 HCFA budget re-
quest builds on last year’s appropriation, and includes user fee proposals to allow
better program efficiency. We are eager to work with Congress to secure adequate
funding to meet all of HCFA’s responsibilities in fiscal year 2000 and beyond.

HCFA spends less than one percent of Medicare benefit outlays on Medicare pro-
gram management, and less than 2 percent on administrative costs overall, com-
pared to private sector administrative costs of 12 percent and higher. Some of the
difference is due to efficient management and economies of scale. However, our
growing workload makes it necessary to secure adequate funding to continue to im-
prove our management of the program.

We are accomplishing a great deal with our resources. In the past year, we have:
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¢ published 92 regulations and Federal Register notices implementing important
Congressional directives, beneficiary protections, and taxpayer savings, including
the savings in the Balanced Budget Act that are critical to extending the life of the
Medicare Trust Fund;

¢ responded to nearly 7,000 pieces of Congressional correspondence, and delivered
15 official Reports to Congress;

¢ participated in more than 1,000 events around the country to help beneficiaries
understand health plan changes;

* made remarkable progress in addressing our Year 2000 challenge, and partici-
pated in more than 100 events around the country to help providers address this
challenge;

¢ made major strides in fighting fraud, waste and abuse and preventing payment
errors;

e approved 50 Children’s Health Insurance Plans which States expect to cover
more than 2.5 million children;

 issued more than 50 program guidance letters to State Medicaid and health offi-
cials on issues such as the managed care reforms in the BBA;

* implemented a carefully planned National Medicare Education Program to help
geneﬁciaries understand their rights and options, and make informed health care

ecisions;

¢ converted the vast majority of Medicare HMOs to the new Medicare+Choice pro-
gram, and added 10 new plans and expanded service areas for another 10 plans.

» worked closely with state insurance regulators on important Health Insurance
Portability and Accountability Act consumer protections;

¢ updated our Strategic Plan to reflect our expanded mission, set clear goals and
specific objectives, and establish performance measures to gauge our progress; and

¢ begun a nationwide initiative to improve nursing home oversight and care.

MANANGEMENT REFORMS

We have made significant strides in improving HCFA management since I testi-
fied before this Subcommittee on this issue last year. In the past year I have tried
to articulate a clear vision of a more efficient and effective HCFA. I brought in a
new leadership team to help me achieve these goals. And we have taken a number
of steps to help us do more and be more efficient, effective, responsive and account-
able. In addition, the fiscal year 2000 President’s budget builds on these steps by
seeking new flexibilities to manage our programs more effectively.

Our first step was to completely reorganize our agency to focus on serving bene-
ficiaries and outside partners like plans, providers and States. Our structure is now
built around our “customers” rather than internal issues. This has sharpened our
focus on the changes in our mission, and is helping us be more accessible and re-
sponsive. Most important, for the first time ever we have a Center for Beneficiary
Services to ensure that we have beneficiaries first in mind in every decision we
make and every action we take.

We brought in new staff and leadership from the private sector.

¢ A computer scientist and security expert from the Los Alamos National Labora-
tory serves as our first-ever Chief Information Officer and heads our information
technology team and Year 2000 efforts.

¢ An internist who helped establish a private sector preferred provider organiza-
tion health plan now leads our Center for Health Plans and Providers.

e A geriatrician who was a private sector managed care plan medical director is
our Chief Clinical Officer and heads our Office of Clinical Standards and Quality.

¢ A gerontologist who ran a private sector firm devoted to helping corporations
educate their workers on health care is leading our Medicare beneficiary education
program.

¢ A physician who has worked as a Medicare contractor medical director is in
charge of implementing much stronger oversight of Medicare claims processing con-
tractors, with a special emphasis on making sure contractors meet their responsi-
bility to be diligent in preventing fraud and payment errors.

¢ A physician is leading a review of all our rules and regulations to see where
they can be simplified, clarified, and refined to reduce administrative burdens on
physicians and better meet beneficiary needs.

¢ And a former State insurance department director is coordinating our new
State-level responsibilities under the Health Insurance Portability and Account-
ability Act.

Overall last year we doubled the number of physicians at the agency and hired
about 450 new employees to replace retirees, fill new positions, and provide us with
fresh private sector insight and expertise.
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We have taken steps to make sure policies are applied fairly and evenly across
the country. We have strengthened communication between leaders of our Regional
Offices and our main policy and operations divisions. And we have established
“Product Consistency Teams” to make sure that policies and procedures are applied
uniformly across the country.

We are creating new advisory committees, pursuant to the Federal Advisory Com-
mittee Act, that will continually bring outside insight and expertise to our agency.
They will also help bring more openness to our operations and help us make sure
we are managing our programs to meet beneficiary needs.

* One advisory committee, the Citizens Advisory Panel on Medicare Education,
will help us make sure we are giving beneficiaries the information they need to be
informed consumers in the new Medicare+Choice program.

¢ Another advisory committee, the Medicare Coverage Advisory Committee, will
foster openness and public input in our coverage decision-making process. It will in-
clude experts in medicine, biology, public health, ethics, economics, data analysis,
and other professions, and work from objective medical evidence for recommending
when Medicare should pay for new medical treatments and services.

¢ A third advisory committee, announced in the President’s budget, will include
private sector business and management experts who can advise the Administrator
on how to improve HCFA’s business processes and incorporate innovations that will
better serve our beneficiaries.

We are also seeking new flexibilities to strengthen our capacity to manage our
programs. The President’s budget calls for:

* an assessment of our personnel skill mix and an evaluation of increased flexi-
bilities in personnel matters that would help us pay competitively, hire the right
staff to serve beneficiaries, and hold employees accountable for results;

¢ increased accountability by establishing the outside advisory committee dis-
cussed above to advise the Administrator on management issues and by regularly
reporting to Congress and the public on the status of programs and initiatives;

* reengineering our relationship with our Regional Offices and with the Depart-
ment;

¢ allowing Medicare use market forces to prudently purchase care and services
so we get the best quality and price for beneficiaries; and

» reforming Medicare contracting authority so we can hire from a broader pool
of private businesses to handle Medicare claims and move toward a more competi-
tive and effective procurement environment.

These reforms are needed to help us manage our programs efficiently and with
a sharper focus on serving beneficiaries and ensuring access to high quality care.

THE YEAR 2000

Meeting the Year 2000 computer programming challenge must be our highest pri-
ority. HCFA got a late start but we are now making substantial progress in address-
ing this critical challenge. I want to assure beneficiaries that they should not worry.
We are working with the health care community to assure that beneficiaries will
continue to have access to the care they need. And I want to assure health providers
that HCFA and its contractors will be prepared to pay their claims come January
1, 2000. However, providers must act now to be sure that their computer systems
are fixed so they can submit claims to us. We continue our work and testing, but
I am confident that we will be ready well before January 1, 2000. To date:

e all of our 25 internal mission critical systems are now certified as Year 2000
compliant (“certified” means that independent experts have overseen renovations
and testing and validated that they have been done properly);

e our 78 external mission critical systems that our claims processing contractors
use to pay bills are fully renovated, and more than 70 percent are certified as com-
pliant. We have experts on-site every day, monitoring and assisting contractors who
have significant amounts of remaining Year 2000 work;

¢ systems for about 95 percent of Medicare managed care plans are reported com-
pliant; and

* we have completed the first round of certification testing on twenty-four of our
sixty non-mission critical internal systems.

There is no question that we have faced an uphill battle in achieving Year 2000
compliance. We have a substantial amount of work remaining this year to test and
validate our systems. We are working to encourage and help providers meet their
Year 2000 responsibilities, and to help beneficiaries understand what they need to
know about the Year 2000 issue. We also must work to renovate our non-mission
critical systems, and to make temporary fixes permanent.

A number of key steps are getting us where we need to be. They include:
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¢ building a “War Room” to track Year 2000 efforts within the agency and with
partners across the country so we know the current status of all essential Year 2000
projects;

* negotiating contract amendments with more than 60 claims processing contrac-
tors to establish clear Year 2000 requirements;

« establishing contractor oversight teams to closely monitor and manage Year
2000 work on-site and full time for claims processing contractors who most need
help;

¢ hiring independent expert contractors to give us greater assurance that Year
2000 work is done properly by us, our claims processing contractors, and States; and

* helping health care providers through a broad outreach campaign that includes
mailings, publications, an Internet site, a speaker’s bureau, and a wide range of
other efforts.

I must be clear, however, about what HCFA can and cannot do. We are respon-
sible for all our own systems, our claims processing contractors’ systems, and data
exchange interfaces among all of these systems and the systems of States, providers,
banks, phone companies, and other partners. We do not have the authority, ability,
or resources to step in and fix systems for others, such as States or providers. And
that leads to a rather substantial concern.

It is not enough for HCFA alone to be ready for the Year 2000. Health care pro-
viders must be Year 2000 compliant in order to bill us properly and continue to pro-
vide high quality care and service to Medicare beneficiaries. States also must be
Year 2000 compliant for Medicaid and CHIP programs to continue uninterrupted
service. Our monitoring indicates that some States and providers could well fail. We
are providing assistance to the extent that we are able, but that likely will not be
enough. This matter is of urgent concern, and literally grows in importance with
each passing day.

Our own progress in meeting the Year 2000 challenge is due in large part to the
outstanding effort and commitment of staff throughout HCFA and at our claims
processing contractors. I also want to thank the Secretary and my colleagues at the
Department of Health and Human Services, especially the HHS Inspector General,
for their support. We have been greatly aided by wise counsel from the General Ac-
counting Office and, importantly, by the expert independent validation contractors
the GAO recommended we hire to ensure that Year 2000 work is done correctly.
And, without question, we could not have come so far so quickly without the timely
support and funding that Congress has provided.

FIGHTING FRAUD AND PAYING RIGHT

We are making unprecedented strides in promoting program integrity. This in-
cludes both fighting fraud, waste and abuse, and making sure we are paying right.
We have set new records for restitutions, convictions, and exclusions of problem pro-
viders by working more closely with our law enforcement partners. Since 1993,
these efforts have saved taxpayers billions of dollars and increased health care fraud
convictions by more than 240 percent. We also are addressing honest errors in bill-
ing and payment through good program management and business practices, im-
proved education and communication with providers, and correcting payment errors
regardless of the reason for them.

We have developed a comprehensive program integrity plan to build on these suc-
cesses. The plan calls for:

¢ increasing the effectiveness of medical review by increasing the overall level of
review, targeting it on problem areas, hiring additional physicians to improve its ef-
fectiveness, using more computer “edits” that prevent improper payments, training
employees to develop cases for prosecution, evaluating local policies to see where na-
tional policy may be needed, and measuring how well individual contractors perform
medical reviews;

» stepping up efforts to help providers comply with rules, establishing clear en-
rollment and periodic reenrollment requirements; and requiring bonds for certain
types of providers.

e proactively addressing potential program integrity problems before they occur
in the new programs, benefits, and payment systems created under the BBA;

¢ planning how to deal with potential program integrity problems related to the
Year 2000 computer issue; and

« focusing on special areas of concern, such as inpatient hospital care, congregate
care such as nursing homes and assisted living centers, community mental health
centers, as well as addressing the unique program integrity issues related to man-
aged care.
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We further expect our program integrity successes to increase this year as we
begin to use new authority to hire special program integrity contractors. We plan
to hire payment safeguard contractors to focus on medical review, fraud case devel-
opment, cost report audits and related program safeguard functions as needed; a co-
ordination of benefits contractor to consolidate all activities associated with making
sure Medicare does not pay for claims when other insurers are liable; a statistical
analysis contractor to provide on-going analyses to help detect fraud; and managed
care integrity contractor(s) to target issues unique to health plans.

We expect to start these new, special program integrity contractors on the job this
year. This is important, because the HHS Inspector General reports that not all
Medicare’s claims processing contractors are effectively fighting fraud and abuse.
We have responded by including fraud case developing in the scope of work for our
new special program integrity contractors, and by ordering existing contractors to
report all suspected fraud cases immediately to the HHS Inspector General. But,
clearly, we need to do more.

That is one reason why the President’s budget proposes a new legislative package
to fight fraud, waste and abuse that will save about $3 billion over 5 years. It in-
cludes eliminating excessive reimbursement for drugs, putting stricter controls on
outpatient mental health services, requiring other insurers to report all Medicare
beneficiaries they cover so Medicare can make sure it does not pay bills that should
be paid by other insurers. It also include more authority to choose the most effective
Medicare contractors.

BALANCED BUDGET ACT

The BBA includes 335 provisions that affect our programs, with savings that are
critical to achieving a balanced budget and extending the life of the Medicare Trust
Fund for 10 years. We have fully implemented more than half of those provisions,
and many more are partially implemented.

We have implemented provisions for Medicare coverage of new preventive bene-
fits, including expanded coverage for test strips and education programs to help dia-
betics control their disease, bone density measurement for beneficiaries at risk of
osteoporosis, and several colorectal cancer screening tests. We also expanded pre-
ventive benefits for women so Medicare now covers a screening pap smear, pelvic
exam and clinical breast exam every three years for most women, and every year
for women at high risk for cervical or vaginal cancer. And Medicare now covers an-
nual screening mammograms for all women age 40 and over, and a one-time initial,
or baseline, mammogram for women ages 35—-39, paying for these tests whether or
not beneficiaries have met their annual deductibles.

We are implementing important demonstration projects designed to test whether
market forces can help Medicare save money and promote high quality care. We will
soon begin a test in Polk County, Florida of competitive bidding as a way to get the
best quality and price for durable medical equipment and supplies. Bidding docu-
ments are scheduled for release this week, and a conference for potential bidders
is scheduled for February 23. A toll-free hotline (888-289-0710) is available to an-
swer beneficiary and provider questions about the project.

We will soon begin a test of competitive pricing for managed care, in which a bid-
ding process will be used to set rates for Medicare+Choice plans in two local mar-
kets. A Medicare Competitive Pricing Advisory Commission, chaired by General Mo-
tors Health Care Initiative Executive Director James Cubbin, has made rec-
ommendations regarding key design features of the project, and selected the mar-
kets of Phoenix, Arizona and Kansas City, Kansas and Missouri, as initial dem-
onstration sites.

We also are developing important new payment systems that include incentives
to provide care efficiently. We have already implemented a new prospective payment
system called for in the BBA for skilled nursing facility costs. Similar prospective
payment systems are being developed for rehabilitation hospitals, home health care,
and outpatient hospital care.

Medicare+Choice

We are implementing the new Medicare+Choice program, which was also man-
dated by the BBA. It allows Medicare beneficiaries to select from a wide range of
plan options available in the private sector today. It requires a massive new bene-
ficiary education campaign, and includes important new protections for patients and
providers, as well as statutory requirements for quality assessment and improve-
ment.

We believe very strongly that managed care is good as a voluntary option next
to traditional Medicare. Medicare managed care enrollment has nearly tripled under
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the Clinton Administration, from 2.3 million when the President took office to now
6.8 million. We are taking steps to help beneficiaries understand their new options
and encourage plans to provide these new options.

We have launched the National Medicare Education Program to help beneficiaries
understand the program and receive accurate and unbiased information about their
benefits, rights, and options. The campaign includes:

¢ mailing a Medicare and You handbook to explain new benefits and health plan
options;

* a toll-free “1-800-Medicare” call center with live operators to answer questions
and provide additional print information on request;

* a consumer-friendly Internet site, www.Medicare.gov;

e a program to teach partners in other organizations that serve Medicare bene-
ﬁﬁiaries how to teach others in their organizations and communities to explain the
changes;

* enhanced beneficiary counseling from State Health Insurance Assistance Pro-
grams;

¢ a national publicity campaign;

¢ a multitude of state and local outreach efforts; and

¢ a comprehensive assessment of these efforts. An initial pilot test was begun in
five states in 1998. Results will help to refine the program for a full-scale, national
campaign in preparation for the 1999 open enrollment period beginning in the fall.

We are taking several steps to reach out to health plans to encourage participa-
tion in the Medicare+Choice program. Last summer we held outreach sessions at-
tended by more than 1,500 plan representatives. And we are strengthening lines of
communication with plans. I have named a high-level point person within HCFA
whom plans can call directly if they have trouble resolving issues through normal
HCFA channels.

We have converted the vast majority of Medicare HMOs—more than 300—to the
new Medicare+Choice program. We have approved a total of 10 new Medicare+
Choice plans and 10 service area expansions for existing plans since November. We
are currently reviewing another 28 new plan applications and 19 service area ex-
pansion applications. The newly approved plans include provider sponsored organi-
zations, which are HMOs run by hospitals and physicians rather than insurers. One
of these plans is the first to enter Medicare with a federal waiver from State licen-
sure, which is allowed for the first time ever under the Medicare+Choice program.
We have also taken all necessary steps so that Medicare beneficiaries can be offered
Medical Savings Account options, as well.

We have taken several additional steps to implement Medicare+Choice. We have
developed new beneficiary and plan enrollment systems, payment systems, appeals
and grievance procedures, and quality assurance mechanisms. And we are collecting
data that will be used to phase in “risk adjustment” to meet the BBA requirement
that payments to plans take into account the health status of individual enrollees.

We will soon publish refinements to regulations which improve beneficiary access
to timely information about plan changes that affect them. The refinements also ad-
dress plan concerns and should help encourage plans to offer more options to Medi-
care beneficiaries.

And, to further facilitate plan participation, the President’s budget gives plans
two additional months to file the information that we use to approve benefit and
premium structures. This “Adjusted Community Rate” (ACR) data would not be due
until July 1, rather than May 1. July 1 is the latest we can accept, process, and
approve premium and benefit package data and still mail beneficiaries information
about available plans in time for the November 1999 Medicare+Choice open enroll-
ment period.

While I am concerned about the business decision that some Medicare HMOs
made last October to pull out of the program this year, it is important to put those
business decisions in context. Some of the plans that withdrew had market positions
or internal management issues that made it hard for them to compete. And they
faced rising prescription drug prices and other commercial pressures. Many of the
disrupted beneficiaries had several other plans to choose from, and all but 50,000
had at least one other plan option.

It is our understanding that the Federal Employees Health Benefits Program
(FEHBP) experienced a similar rate of plan pullouts. We have observed instances
where plans that withdrew Medicare service from specific counties also withdrew
their FEHBP service in many of those same counties. As mentioned above, the ma-
jority of Medicare HMOs converted to the Medicare+Choice program, we have ap-
proved 20 new plan and service area expansions approved since November, and are
now reviewing applications from another 47 plans that want to get into or expand
their role in Medicare+Choice. This suggests that plan withdrawal decisions have
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more to do with internal plan and larger marketplace issues than with Medicare
rates or regulations.

Still, the President’s budget does include proposals to protect beneficiaries from
disruption by plan withdrawals. Beneficiaries need earlier notification of plan with-
drawals, and broader access to supplemental Medigap polices if they are forced to
return to fee-for-service coverage.

OTHER INITIATIVES

We have several other important initiatives underway addressing children’s
health insurance, consumer protections for Medicaid beneficiaries in managed care,
consumer protections in the private insurance market, and consumer protections in
nursing homes.

Children’s Health Insurance Program

We are implementing the new Children’s Health Insurance Program, or CHIP. We
have approved 50 State and Territory plans, which States expect to cover more than
2.5 million children, most of whom are in working families who do not earn enough
to afford coverage for their children. Amendments expanding state plans have been
approved for nine states, and we are now reviewing another nine amendment pro-
posals, which should cover even more children.

Medicaid

We have proposed regulations to implement BBA provisions mandating strong,
new patient protection and quality improvement rules for managed care plans that
now serve about half of all Medicaid beneficiaries nationwide are now enrolled in
managed care. This is a comprehensive and important change that should not affect
States or plans ability to make Year 2000 systems changes. We also have sent State
Medicaid Directors more than 50 letters with guidance as other Medicaid-related
BBA provisions became effective. These letters address provisions that help States
expand assistance to low-income Medicare beneficiaries, let States cover working
disabled people with incomes up to 250 percent of poverty, allow states to mandate
that most Medicaid beneficiaries enroll in managed care without obtaining a federal
waiver, and many others.

Health Insurance Portability and Accountability Act

We have undertaken tasks under the Health Insurance Portability and Account-
ability Act that are well outside our traditional responsibilities. We are charged
with overseeing protections for individuals with preexisting conditions and other
broad private sector insurance reforms, and we must enforce these reforms in States
that fail to do so. To date, we are enforcing all provisions of the law in Rhode Island
and Missouri, and several major provisions in California. As many as 30 other
States may not have implemented all provisions of the law. Our fiscal year 2000
budget request includes resources for direct enforcement and close coordination with
State insurance departments that are necessary for us to meet our new obligations.

HIPAA also charges our agency with improving and protecting health care data
that is exchanged electronically. We are now reviewing several thousand, often high-
ly technical, comments on Notices of Proposed Rule Making regarding a national
provider identifier system, an employer identifier system, electronic transactions
and code sets, and electronic data security. We expect to soon publish Notices of
Proposed Rule Making for a health plan identifier system and for electronic claims
attachments.

Nursing Home Initiative

We have also undertaken a new initiative to improve oversight and quality of
nursing home care. We are working with States to improve inspections, cracking
down on homes that repeatedly violate safety rules, focusing on prevention of phys-
ical abuse and neglect such as dehydration and malnutrition, and posting nursing
home quality ratings on the Internet. These reforms build on progress made since
1995, when we began enforcing the toughest nursing home regulations ever. The
Clinton Administration will again submit legislation to Congress to require criminal
background checks of prospective nursing home employees, establish a national reg-
istry of nursing home workers who have abused or neglected residents or misappro-
priated residents’ property, and allow more types of nursing home workers to help
residents eat and drink during busy mealtimes.
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CONCLUSION

We are making substantial progress in meeting our challenges and better man-
aging the programs that so many millions of Americans rely on for health care cov-
erage. Clearly, we have much more to do. That is why we are implementing the
many management reforms discussed in this testimony. That is why the President’s
budget includes provisions to increase our flexibility in procurement and personnel
matters, and to establish an official advisory committee to help us stay on top of
the rapidly evolving health care marketplace. And that is why I am grateful for the
advice and assistance of this Committee and of the General Accounting Office. I
thank you again for holding this hearing, and I am happy to answer your questions.

Chairman THOMAS. Thank you, Nancy. And we have in the past
covered those concerns that previous administrators had thought
they were solving the potential Y2K problem with an administra-
tive, sweeping administrative change which eventually was swept
out the door rather than going into effect. And I don’t want to
spend a lot of time on that, but it is something that we do have
to consider in terms, as you indicated, although it seems a lot
longer than that, you have been there only 1 year? OK. It seems
like three already. You did come in at a time when not only the
BBA and all of the changes included in that which would have
been more than sufficient, you came in following a reorganization
which people hadn’t physically been moved to where they were sup-
posed to go and the Y2K problem as well. And I just personally
want to say that notwithstanding those factors, which have to be
dealt with, and, frankly, have not been dealt with as well as some-
times we thought they should have been, you personally, in my
opinion, have done an excellent job.

Ms. DEPARLE. Thank you.

Chairman THOMAS. You recall the last time that we had the
audit and I tried to indicate that whatever the amount, $22, $23
billion, whatever it was, should not automatically be placed in the
waste, fraud, and abuse column. That, in fact, I wasn’t going to use
that to beat up on the Administration because I thought a lot of
it could be attributed to improper coding, not understanding ex-
actly from an administrative point of view where it was to be clas-
sified, and it was all rolled up together. At the same time, I don’t
believe, if you’ll allow me, that we’ve dropped that dramatically in
our reduction of fraud and abuse. My guess is that the second time
around we wound up finding a home for all of those mis-filed, that
had wound up as part of the total lost cost. Is that true? Do you
have any way to quantify the portion of the reduction that was ac-
tually waste, fraud, and abuse reduction rather than getting the
administrative classification and the coding correct?

Ms. DEPARLE. I think I understand your question, Mr. Chair-
man. And as I understand it the methodology of this audit the In-
spector General has used has been the same for the last 3 years.

Chairman THOMAS. But if you’ll recall, when we discussed the
audit there were a number of categories: Incorrect coding, lack of
medical necessity, there were a series of items that were all bun-
dled together to produce the dollar amount, some of which were
fraud and abuse?
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Ms. DEPARLE. That’s right. And the Inspector General has al-
ways said there is no way to determine from just this audit how
many of these claims were fraudulent. What we do do is we take
the claims that they find and we go back after them and some time
later you can determine I suppose if there was any true fraud in-
volved. But you’re right, the categories that they divided into are:
Documentation, medical necessity, coding.

Chairman THOMAS. Non-covered incorrect?

Ms. DEPARLE. Yes, Sir.

Chairman THOMAS. Now, there’s nothing wrong with saying
we've made great strides in putting the piece of paper in the right
bin because that needs to be done, but I think the impression is
sometimes left that that means that that significant reduction, i.e.,
putting the right paper in the right bin, was in fact reduction of
fraud and abuse. I guess I would have a little higher comfort level
if the report didn’t come out 2 days prior to the hearing.

Ms. DEPARLE. Well, the Inspector General—my audit is due to
the Office of Management and Budget under the Chief Financial
Officer’s Act on March 1 of this year. And the reason why they
made it available is because they have to give it to Ernst and
Young who actually puts together the audit. And the Inspector
General said they had to give it to them by the middle of the
month. So I think that’s why they did it.

Chairman THOMAS. But there’s more material that usually comes
out on the March 1 date, isn’t there?

Ms. DEPARLE. Yes, there’s an entire audit and it talks about
things like our accounts payable, our accounts receivable, where
we’ve had problems in the past.

Chairman THOMAS. Electronic data processing?

Ms. DEPARLE. Exactly, exactly. And that will all be available,
well, we give it to OMB I think on March 1. And then it will be
available to the Congress shortly thereafter.

Chairman THOMAS. And my assumption of course is that all of
the other parts of that report will be as rosy and the reduction of
what other people are calling fraud and abuse?

Ms. DEPARLE. Well, I don’t know anything about it yet, but I do
know that last year we made progress in achieving a qualified
opinion. The year before, the auditors had said they could not
render an opinion about our books. Last year they said qualified
opinion. My goal is to get a clean opinion. I don’t know whether I’ll
achieve that this year or not. I suspect I won’t because there are
problems with our accounts receivable at the contractors. But, you
know, I'm always optimistic, as you might imagine, in this job.

Chairman THOMAS. One of the difficulties on the Medicare Com-
mission is that we’re trying to come up with as many useful meas-
uring devices as possible. One of the things we did in BBA 1997
was ask for a number of tools. One that came across a discussion
some time ago was the definition of “homebound.” That was some-
thing that was due out of your shop by——

Ms. DEPARLE. October 1998.

Chairman THOMAS. October 1, 1998. Where are we on that? I've
discovered now that it really is something I would find useful if we
could get it?
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Ms. DEPARLE. HCFA completed its draft of the report in Decem-
ber, and we have been working to get coordinated with the rest of
the department. This is a report, Mr. Chairman, from the Sec-
retary. So we did the initial draft and we’re working with the other
agencies within the department to get a clearance on that report.
And also we will then need to work with the Office of Management
and Budget. But we're close to having it finished.

Chairman THOMAS. What does that mean?

Ms. DEPARLE. That I've personally held meetings to try to get
things worked out, and I believe that I'll be able to get it up here
within a couple of months I hope.

Chairman THoOMAS. So it will be after we have to make a report
from the Medicare Commission, OK. Some of those tools would be
very, very helpful and we thought from the time line that the stat-
ute they required be available?

Ms. DEPARLE. Yes, Sir. I don’t want to excuse it because you
know I take the deadlines very seriously in the Balanced Budget
Act. The people who are working on the homebound report are the
same staff who have been working on all the other home health
changes.

Chairman THOMAS. I understand.

Ms. DEPARLE. And they got it done, but they didn’t turn it in
until December. And so it’s now been going through a clearance
process. And knowing of your interest, perhaps I can move it a lit-
tle faster.

Chairman THOMAS. Well, and knowing we did send you a legisla-
tive second bite of the apple on home health care.

Ms. DEPARLE. You did and I appreciated it.

Chairman THOMAS. The gentleman from California?

Mr. STARK. Just a couple of questions on your budget request. 1
notice that you have already been up to see Mr. Porter, and you're
asking for a 3.6-percent increase, is that right?

Ms. DEPARLE. Yes, Sir, that’s right, not including the year 2000
funding for the computer systems.

Mr. STARK. One of the things I'm concerned about is that part
of your program includes some user fees as a revenue source. What
happens if the user fees aren’t enacted?

Chairman THOMAS. Can the gentleman yield briefly?

Mr. STARK. Yes.

Chairman THOMAS. Apparently we have 3 minutes on a vote on
the floor of the House. And so if the gentleman

Mr. STARK. I would reserve the balance of my questions.

Chairman THOMAS. Actually, they’ll be available just as soon as
we get back. The Subcommittee stands in recess.

[Recess.]

Chairman THOMAS. The Subcommittee will reconvene. The gen-
tleman from California, the Ranking Member, is recognized.

Mr. STARK. Mr. Chairman, I am concerned about two things in
HCFA’s appropriations request. One is that there is some revenue
there from user fees which Congress possibly won’t enact. I wonder
what would happen in that situation? Could you comment on a
statement I make when I give speeches? I've always said that
HCFA’s budget, or Medicare’s overhead, was under 3 percent. I
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don’t know if that’s accurate. So, what is the correct percentage
and if you got your full funding, what would it be?

Ms. DEPARLE. The last time I looked at this calculation, our ad-
ministrative budget was somewhere less than 2 percent I think of
our—of the dollars we spend on behalf of the taxpayers and the
beneficiaries. And I don’t believe this budget or even the last one
which was, as I said, quite a substantial increase from what we’ve
gotten in the past and we really appreciate it, would really change
that calculation much.

You ask about the user fees and I've had——

Mr. STARK. I'm not sure that continues to be a hallmark. Maybe
it ought to get to 3 percent, but——

Ms. DEPARLE. No, I think that—you and I have talked about
this, Mr. Stark. And I think that what the President has asked me
to do and what you all have asked me to do is make the most out
of the dollars we have and to be as efficient as we can. And I be-
lieve we are doing that. I think certainly most private insurance
companies operate with higher overhead. But having said that, as
I said, last year we did receive a lot of support from the Congress
and we hope to work with you this year.

On the user fees, I've had deep philosophical discussions with
some of you about the pros and cons of user fees, and I understand
there are a number of different views on it. I think I can make the
case why these are modest, why given the things we have to do,
that it makes some sense to charge $100 for a provider coming into
the program so that we can check them out, do a site visit, that
sort of thing. But having said that, I know they’re not necessarily
the most popular up here and I'll be working with all of you again
on what to do if they’re not enacted. But we hope youll see fit to
look at them and enact them.

Mr. STARK. Thank you. You mentioned that the President has
some proposals to protect beneficiaries from disruption of managed
care plan withdrawals. Do you suggest that beneficiaries need ear-
lier notification of plans leaving the program, becoming unavail-
able, or closing? Do they need broader access to supplemental or
Medigap policies if they’re forced to return to fee-for-service? Now,
that only sounds like a bill that I just introduced, but can you
elaborate at all as to what you’re going to be asking us for? I think
it’s (c)lr‘; page 17 of your written statement. What do you all have in
mind?

Ms. DEPARLE. I’d be happy to. Starting:

Mr. STARK. Unless you just want my bill, that would be all right
too.

Ms. DEPARLE. I haven’t studied your bill, but I did look at a sum-
mary of it and it does seem that some of the ideas are the same.
We started today by providing the plans with more information and
clarification of some of the things that had been in the regulation
last year with this mini-rule that we put out today. We're also ask-
ing on the plan side for some changes that we hope will make the
system go smoother next year, as you noted, changing the submis-
sion deadline for the ACRs to July 1, which we think makes more
sense both from the standpoint of the plans and giving them more
information about the market and also from the standpoint of run-
ning our beneficiary education campaign. We are phasing in risk
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adjustment, which is part of the Balanced Budget Act. We're phas-
ing that in so as to promote stability in the marketplace. We want
to do some things to reduce administrative burdens on plans. And,
as I said, the mini-rule that we’re putting out today, we’re pub-
lishing today, should help with that as well. We’re asking for some
reforms that would allow the expansion of Medigap protections for
disabled and ESRD beneficiaries that would allow beneficiaries
who are affected by plan termination and service area reductions
aﬁcess to all Medigap plans. And we want to work with you all on
that.

We would like a one time special open enrollment period for
beneficiaries who didn’t have a Medicare Plus Choice option. After
the plan terminations last year, there were about 50,000 bene-
ficiaries who were left without a choice and for some of them, some
insurance carriers didn’t properly answer inquiries and some of
them got left out in the cold, and we want to make sure they’re
given some more rights.

Mr. MCDERMOTT. Mr. Chairman? Mr. Chairman? Could I have a
clarification on what Ms. DeParle said? You said that people who
were out of plans can get into the Medigap, into all Medigap poli-
cies at the same premium they had before or can that be changed?

Ms. DEPARLE. I believe it’s just access. Right now——

Mr. McDERMOTT. Just access?

Ms. DEPARLE [continuing]. The Balanced Budget Act made an
improvement, as you know.

Mr. McDERMOTT. But they can be underwritten?

Mr. STARK. I believe they prohibit pre-existing conditions but if
you're older, you pay more.

Ms. DEPARLE. That’s right.

Mr. STARK. In other words, if it’s an age-related premium and
you had it at 70 and you want to get it back and you’re 75, you
have to pay the 75-year-old premium.

Chairman THOMAS. The law says that within 1 year, you can go
back and there is no pre-existing requirement. However, in this sit-
uation, and the gentleman from California is correct, they could
charge a different price, but it cannot be on physical pre-existing
condition. It would be age-related.

Ms. DEPARLE. That’s my understanding. And what we’re doing
is, the Balanced Budget Act made an improvement here for bene-
ficiaries but, given what happened last year, we would like to go
further and extend further protections.

Mr. McDERMOTT. Thank you, Mr. Chairman.

Mr. STARK. Thank you very much.

Chairman THOMAS. The gentleman from Louisiana.

Mr. McCRrERY. Thank you, Mr. Chairman. Ms. DeParle, last
summer I guess when you were before this Subcommittee, I talked
with you about the hospital wage index and how it was weighted
toward certain regions of the country and it didn’t seem fair. And
you agreed and you said that you all were going to undertake a re-
vision of the formula. And in an effort to help you to get the data
for that, I think the American Hospital Association put together an
effort to do a couple of things: No. 1, provide HCFA with the data
necessary to reformulate that wage index; and, No. 2, in the in-
terim, their group, their task force that they formed, came up with
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an interim formula, if you will, to serve as a change for the index
while you were gathering the data, are you familiar with that? And
what are your plans to utilize the efforts of that task force and
their product?

Ms. DEPARLE. Mr. McCrery, sitting here, I don’t have the latest
on that. I need to talk to Dr. Berenson and his staff about what
they’ve done. I would like to get back to you on that.

Mr. McCRreRY. OK. If what I've told you is correct, and the indus-
try has gotten together and agreed on an interim formula to tie you
over until you get the data that you need to reformulate the index
on your own, would you be inclined to use that industry agreement
as long as it’s revenue neutral?

Ms. DEPARLE. Well, what I would want to do is, obviously the in-
dustry’s analysis is something that I would want to look at. And
I will talk to Dr. Berenson and I'll look at it as soon as I can. What
I would want to do is work with all of you to make sure that it
is what Congress intended. I would also need to work with our law-
yers to be sure that they think I have the authority to do that. But,
yes, Sir, I would be happy to take a look at it.

Mr. McCreRrY. OK. With respect to the Y2K problems, you did
talk about that in your testimony. And I just want to get some
more assurance from you that this is not going to cause a problem
to beneficiaries. After all, we've been told before that HCFA is
working on computer problems only to find out that the work didn’t
really produce any good results. Specifically, the Medicare Trans-
action System that we were told was going to solve all the prob-
lems and $50 million later, it didn’t amount to much. Can you give
us some further assurances that computer problems are not going
to cause beneficiaries to go wanting after the year 2000?

Ms. DEPARLE. Yes, Sir, I can. And let me be clear. The Y2K prob-
lem is not a computer software problem or design of an infrastruc-
ture problem like the Medicare Transaction System was. And I un-
derstand and I regret that we all had a bad experience with that.
The Y2K problem is a management problem. And it has been the
No. 1 priority that I've had at the agency. I wouldn’t say that I
came to the Health Care Financing Administration to work on it,
but I had no choice and we’ve really put all of our resources and
efforts on it.

We also, thanks to the recommendations of the General Account-
ing Office when I first got there—we’ve done a number of things
to make sure that we have the proper oversight in place, including
hiring outside independent experts to come in and look over our
shoulders and over the shoulders of our contractors as they make
the changes. And that gives me more assurance, and I think it
should give you more assurance.

And I would also like to ask the Members of the Committee to
help me, as you have in other areas. I've sent a letter out to all
1.6 million providers that we deal with telling them what they
need to be doing to get Y2K compliant. I am convinced that we’re
going to be ready to pay their claims, but we need your help in
making sure that the providers are making the changes that they
need to make to be able to submit claims to us first of all. And,
second, of course to be able to provide services to all of our friends
who may be in the hospitals or needing health care around that
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time. If we can do anything in your districts to provide more infor-
mation to your health care providers, to your doctors or hospitals,
I hope you’ll let me know.

Mr. McCRreRY. OK. Thank you. On the hospital wage index ques-
tion, would you get back to me when you discover more information
on that?

Ms. DEPARLE. I will call you tomorrow.

Mr. McCRERY. Let me know what that’s doing?

Ms. DEPARLE. Yes, Sir.

Mr. McCRERY. Thank you.

Chairman THOMAS. The gentleman from Wisconsin wish to in-
quire?

Mr. KLECZKA. Administrator DeParle, I have a couple of con-
cerns. The first involves the improper payments. The audit indi-
cates that there has been a significant decrease in actual improper
payments. My question to you is what percentage are you at now
of total program cost versus improper payments? Are we down to
7 percent I think?

Ms. DEPARLE. Seven point one percent I believe, Sir.

Mr. KLECZKA. Is there a health insurance industry standard for
errors in billing and things of that nature? Is there a norm we can
compare that to?

Ms. DEPARLE. No, in fact, it’s sort of interesting. This is a rather
esoteric area, as you might imagine. There’s a few people who have
done work in this area, one is Professor Malcolm Sparrow at Har-
vard. And what he says is that, in fact, that Medicare is ahead of
the rest of the industry in that we at least measure it and say
what it is and then publicly go about attacking it. And that’s con-
sistent with the experience I've had. And I've been working a lot
with the private health insurance industry, and they've told me
that our efforts here have helped them a lot. In fact, they’re work-
ing with us now on some of these things.

Mr. KLEczKA. Ultimately you're responsible for the entire $12.6
billion in overpayments. However, the amazing part is that the
bulk of it is out of your hands; it’s the responsibility of the contrac-
tors you select. In selecting new contractors or renewing contracts,
is their error in billing a factor in that decisionmaking?

Ms. DEPARLE. Yes, it is. And, in fact, one of the things that we
did over the past year is we’re moving to strengthen our contractor
oversight. You're right that it’s not in our hands. A lot of people
don’t understand that we don’t actually pay the claims in Balti-
more. This happens all over the country with these 77 contractors.
But we do have an obligation to oversee them and we’re strength-
ening our oversight of them and that includes looking at their error
rate and looking at how they’re doing here as part of selecting con-
tractors to do business.

Mr. KLECZKA. How many contractors do you employ nationwide?

Ms. DEPARLE. The ones that process claims, I believe it’s 77 or
80. Something like that.

Mr. KLECZKA. OK. And for all 80, you know what their error rate
is? You have a pretty good fix on it?

Ms. DEPARLE. I don’t know what their error rate is sitting here,
Sir, no.
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Mr. KLECZKA. No, not off the top of your head, but you do have
some record of that back in the office?

Ms. DEPARLE. We probably don’t have it on an individual con-
tractor basis. I have asked for that and we’ve talked to the Inspec-
tor General about doing that. To do that, would be very expensive
and the sample would have to be much larger because what they
do right now is a statistical sample; and they pick 600 beneficiaries
and then look at all their claims. And I think it would be valid
maybe for some contractors, but not for all of them.

Mr. KLECZKA. But if that’s part of the criteria you use to select
a contractor or renew a contract, I would think it would be impor-
tant that you have a little better fix on what the error rate is per
contractor. For the bad actors, when renewal time comes, or when
they’re vying for a contract in another region, that deficiency might
be enough to doom their request. Let’s give that some further
thought.

Do you still think we need some contractor reform legislation?

Ms. DEPARLE. Yes, I do.

Mr. KLECZKA. And what would that consist of?

Ms. DEPARLE. Well, the Medicare contractors by statute, by the
1965 statute, are treated differently than any other government
contractors. And I believe that it’s in the government’s interest and
Congress’ interest for us to have more flexibility with who we con-
tract with. Some of our contractors do a very good job. With others
it’s been difficult, frankly, to improve their performance. An exam-
ple is on Y2K. We’ve come a long way over the last year, but when
we started out the GAO recommended to me that I have a contract
amendment to each of my contracts requiring them to be Y2K com-
pliant. And a lot of them balked at that and told me that I had
no right to ask for that. The statute is too narrow and we need
more flexibility.

Mr. KLECZKA. OK, you just led into my second question. From
what I understand, your agency is mostly prepared for Y2K. Where
are you and the contractors? You did issue the change in the con-
tracts but where are they as far as coming up to the standards?
I know with 1.6 million providers, we’re definitely going to see
some problems there but the contractors are something you control.

Ms. DEPARLE. Well, I hope not and that’s what we’re working to-
ward. And that was Mr. McCrery’s question. We’ve made a lot of
progress. On our internal systems, as you say, for our mission crit-
ical systems as of December of this year, we were compliant on
Y2K with all of them. On the external systems, we went from 0
last year to 54 of 77 this year. And I'm working on correcting all
the others and getting them tested by the end of March.

Mr. KLECZKA. You went from zero to what?

Ms. DEPARLE. To 54 of 77, which is around 70 percent of the ex-
ternal ones are done.

Mr. KLECzZKA. OK.

Ms. DEPARLE. And, as I said, this was a tense situation, but I
want to thank the contractors for really focusing on this and help-
ing us get the job done this year.

Mr. KLECZKA. So you have about 30 percent more contractors to
come up to snuff?

Ms. DEPARLE. That’s right.
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Mr. KLECZKA. Thank you very much, Mr. Chairman.

Chairman THOMAS. Thank you. It’s been noted, or at least indi-
cated to me, that the press corps wishes to have yellow flags issued
so they can throw them at us. [Laughter.]

You don’t have your tables that you normally have in 1100, so
if you'll allow us to get through the hearing. I do hope there is no
reporter that is left outside. Any reporter left outside raise your
hand? [Laughter.]

Let’s just make sure, and I don’t mean that facetiously. Who’s on
the door? Have we got everybody in? Everyone is created equal but
some folks write and others don’t. [Laughter.]

The gentleman from Texas.

Mr. SAM JOHNSON of Texas. Thank you, Mr. Chairman. Welcome.

Ms. DEPARLE. Thank you.

Mr. SaAM JOHNSON of Texas. In your testimony, you say that
HCFA has doubled the number of physicians that you have on your
staff. How many do you now have? You know twice one two?

Ms. DEPARLE. I know that. And we have about 30. When you
asked me this last year, we had about 15.

Mr. SAM JOHNSON of Texas. I know. Are they actively partici-
pating?

Ms. DEPARLE. Yes, Sir, they're at the very senior levels of the
agency.

Mr. SAM JOHNSON of Texas. And do they have some——

Chairman THOMAS. If the Chair could interrupt, these micro-
phones are very uni-directional, you need to speak directly into it.

Ms. DEPARLE. I'm sorry.

Chairman THOMAS. No, you're fine.

Ms. DEPARLE. I was answering Mr. Johnson’s question in saying
that we have 30 physicians now working at the agency and we had
15 last year. And this is an area that he and I have talked about
in the past.

Mr. SAM JOHNSON of Texas. And they are physicians that have
actually practiced medicine?

Ms. DEPARLE. Yes, Sir, they are.

Mr. SAM JOHNSON of Texas. That’s great. OK, I want to pursue
the question Mr. Kleczka was talking about a little bit. You're re-
quiring all contractors to be certified as Y2K compliant. Do you
have oversight in HCFA to pursue that and make sure they are,
No. 1? And, No. 2, what happens to contractors that aren’t ready?
You said they don’t have any right—they told you you didn’t have
any right to ask for that, well, what did you do with the ones that
told you that?

Ms. DEPARLE. In the end we worked it out and they all signed
a contract amendment. So I have that now.

Mr. SAM JOHNSON of Texas. They did?

Ms. DEPARLE. They did.

1\}/{1‘;) SAM JOHNSON of Texas. Or they were going to be terminated,
right?

Ms. DEPARLE. No, I don’t——

Mr. SAM JOHNSON of Texas. Would you do that?

Ms. DEPARLE. I don’t know what it would have come to. I don’t
know—the problem is that under the statute that we have, their
position legally was that I didn’t have any authority, the Secretary
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didn’t have the authority to require that of them because the stat-
ute is written very normally. I mean very narrowly. I think I prob-
ably could have done that. I'm glad that we didn’t have to. They've
worked with us. And, as I said, we’re making good progress. Your
question was, I'm sorry, Sir?

Mr. SAM JOHNSON of Texas. Do you have some oversight and
some way of testing them?

Ms. DEPARLE. Yes, Sir. In fact, I would venture to say there’s
more oversight on this project than there’s ever been on anything
at HCFA before. There is one person who is in charge of contractor
oversight now. And she is, in fact, one of the physicians I was talk-
ing about, Dr. Marjorie Kanoff, who worked at a contractor in Mas-
sachusetts before she came to HCFA. There is also Dr. Gary
Christoph, who I brought in as our chief information officer from
Los Alamos, and he is also overseeing that effort. And we have
HCFA employees out stationed at the contractors. So especially at
the ones I was mentioning before where they’re still not compliant,
we’ve had people on the premises checking them and making sure
that we know on a day-to-day basis where they are because the
problem when I first got there was we weren’t sure and all we had
was what they were telling us about where they were. And that,
given I think what we all recognize as the problem here, wasn’t
enough. So we have HCFA staff who are out there.

Mr. SAM JOHNSON of Texas. Are all your reimbursements com-
puter-generated?

Ms. DEPARLE. Virtually all of them. I think we may be the most
electronic-billing insurance company in the world.

Mr. SAM JOHNSON of Texas. So if you get a regional blackout
somewhere, are you capable of writing checks manually?

Ms. DEPARLE. We will be. We're doing right now a contingency
plan that we hope to have ready, the final draft of it, sometime this
spring. And it will describe plans for doing something like that.
Now, I will be honest with you. I don’t know that anybody could
write checks for 900 million claims. So what we are preparing is
what we believe is more likely to happen, which is a short-term
small regional, a few States, that kind of thing. If this happened
everywhere, we wouldn’t be able to do it. We would not be able to
process paper claims with the staff that we have.

Mr. SAM JOHNSON of Texas. You indicated 77 contractors. Then
you said it might be 77 or 80. And then in answer to a question,
you said you lacked 30 percent having it done. Can you clarify that
for me, those numbers?

Ms. DEPARLE. Well, the reason I said 77 or 80 is because when
I'm talking about mission critical external systems that pay Medi-
care claims, I know the number is 77. But there may be some over-
lap, there may be some higher number of contractors that we have.
And Mr. Kleczka was asking how many contractors?

Mr. SAM JOHNSON of Texas. I know.

Ms. DEPARLE. So it’s 77 mission critical external systems.

Mr. SAM JOHNSON of Texas. OK, let me ask you one more quick
question. It’s my understanding that you currently have about 70
data centers. Could they be consolidated? In other words, could you
more efficiently operate the data centers if there were a smaller
number of them?
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Ms. DEPARLE. Yes, and I think that’s something that we’ve been
looking at. The problem has been that with all those contractors
originally there were many different actual computer systems.
What we’ve been trying to move toward is a standard system for
Part A claims, a standard system for Part B, a standard system for
durable medical equipment. And when that is done, I would think
we could consolidate the number of data centers.

Mr. SAM JOHNSON of Texas. With back-ups, of course?

Ms. DEPARLE. Yes, Sir.

Mr. SAM JOHNSON of Texas. OK. Thank you very much. Thank
you, Mr. Chairman.

Chairman THOMAS. Does the gentleman have off the top of his
head any idea where he would locate this centralized? [Laughter.]

Mr. SAM JOHNSON of Texas. Well, Dallas is pretty central.

Chairman THOMAS. Does the gentleman from Georgia wish to in-
quire?

Mr. LEwis. Thank you very much, Mr. Chairman. Madam Ad-
ministrator, thank you for being here.

Ms. DEPARLE. Thank you.

Mr. LEwis. Why should the Congress be concerned about con-
tracting reform? What problems are we trying to solve? The current
contractors seem to think that the system is working pretty well
as a current structure and doesn’t need to be changed. I would like
for you to respond?

Ms. DEPARLE. I would be happy to. As I said, I want to be clear
that many of the current contractors are doing a very good job. And
we are going to be doing a very good job of overseeing them. So
we're going to make sure that we get good value for the taxpayer’s
dollar. But the authority under which Medicare contractors are
hired and the way they operate is different from any other author-
ity for contractors. The rest of the Government operates under
what are called the FAR regulations, the Federal Acquisition Regu-
lations, and they provide more flexibility to the Government in
competing contracts. The statute right now says that we’re limited
to dealing with insurance companies for claims processing for Part
B, for example. It says on the Part A side, we're limited to dealing
with entities nominated by groups of providers. And since 1965,
that’s been essentially one group.

And I just happen to believe it’s in the Government’s interest
and in the beneficiary’s interest to have a broader group and more
of a marketplace and more competition for that. And, again, I'm
not saying that every single, that if we get contractor reform, which
I hope we can work with you to do, that the next year there’s going
to be a whole new set of contractors. Some of them will be the
same. But I will have more leverage. I will have more oversight au-
thority. Even terminating contractors is a difficult thing to do right
now even when there are program integrity problems. And I just
think that’s not in the Government’s interest.

Mr. LEwis. Health Affairs said that many of your problems stem
from funding, flexibility to accomplish your tasks. Is that correct?
What do you need from Congress to be able to successfully manage
your agency and accomplish your tasks and fulfill the challenges
that you’re facing?
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Ms. DEPARLE. Thank you. One of the things that I need from
Congress are hearings like this one today and the interest that this
Committee has shown in helping us to improve our management
capacity. Resources are scarce, and I understand that, across the
Government, but the programs that we’re running are very, very
important and I appreciate that this Committee recognizes that
and has tried to help us to get the resources we need to do our job.

I also think that we need some more management flexibility.
Again, this Committee has tried to give us some of those authori-
ties in terms of being able to do competitive bidding for some of the
things that Medicare does. There’s no reason why Medicare should
pay so much more than the Veterans’ Administration does for cer-
tain products for its beneficiaries. So there are things like that that
we can work together on, and I would like to work with the Con-
gress and with this Committee to get those things done.

Mr. LEwis. Will you be so kind to help us understand the ration-
ale for the President’s proposal to use 15 percent of the budget sur-
plus for Medicare?

Ms. DEPARLE. Yes, I think what the President has in mind is en-
suring the solvency of the trust fund through 2020. And I believe
that he has made this proposal to the Congress as a way of ensur-
ing that the health care of our Medicare beneficiaries, like our So-
cial Security beneficiaries, comes first in the debate that’s going to
follow about how we handle the surplus.

Mr. LEwis. Thank you very much. Thank you, Mr. Chairman.

Chairman THOMAS. Thank you. Does the gentleman from Min-
nesota wish to inquire?

Mr. RaAmSTAD. Thank you, Mr. Chairman. Administrator
DeParle, as a new Member of the Subcommittee, I have more ques-
tions than the time will allow. So I assume, Mr. Chairman, that
I can submit them for the record in writing and there will be writ-
ten responses?

Chairman THOMAS. You certainly can and I think you’ll find, and
I want to thank the gentleman for his attendance today, that we
have enough of these that this isn’t a one time shot. This is an on-
going road show.

Mr. RAMSTAD. The most pressing question I have, and I ask it
as somewhat of a follow-up to Mr. Lewis’ question, I think you
know Blue Cross/Blue Shield of Minnesota recently notified HCFA
that it will end its participation as an intermediary for Medicare
Part A. I know this also happened in Illinois last year. In addition,
in 1995 in Minnesota, HCFA awarded Medicare Part B administra-
tion to United Health Care over the previous administrator, Blue
Cross/Blue Shield. Again, as a follow-up to Mr. Lewis, I was won-
dering if you could clarify how a new contractor for Medicare Part
A is chosen? And I ask this because I want to make sure that no
Minnesota beneficiary, or for that matter, provider, is harmed by
this switch?

Ms. DEPARLE. Well, we look at a number of factors. I can name
off some of them and this does happen with some frequency, that
contractors come and go. One of the examples you cited was from
a program integrity problem, in fact. And what we do is we look
at their record for program integrity, meaning have they paid
claims appropriately, are there problems there? We look at, wher-
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ever we can, we try to make sure that the jobs can be maintained
in the place that they were. And we have a pretty good track
record there as well. And we look at how it will affect the providers
because if providers have to change from one system to another,
I've described before that the contractors use different computer
systems. So if we were changing the Minnesota providers over to
another system, another contractor, it would be in their best inter-
est if it could be the same computer system so they wouldn’t have
to make changes to their computer system. So we look at things
like that.

Also, I must make clear that under current law, the Blue Cross
and Blue Shield Association chooses replacements for Part A con-
tractors known as fiscal intermediaries, not HCFA, and that is one
of the things we propose to change with contracting reform legisla-
tion.

Mr. RAMSTAD. I appreciate that response. Let me shift to a dif-
ferent area, Administrator DeParle. I know that HCFA’s rules de-
lineate the criteria for determining whether a reimbursement level
is grossly excessive or grossly deficient. Yet the DMERC notices on
inherent reasonableness do not reference any of these criteria. I
would like to know what criteria were used to determine that the
payment levels were inherently unreasonable?

Ms. DEPARLE. I believe, Mr. Ramstad, you're referring to the no-
tices that were put out some time in the fall under the inherent
reasonableness authority that the Congress gave us. And what we
were looking at—there are items of durable medical equipment and
we did do analyses. The DMERC medical directors did do analyses.
And what I recall about it is they looked particularly at what the
Veterans’ Administration is paying, and in some cases we were
paying two to three times what the Veterans’ Administration was
paying for certain items of durable medical equipment. I would be
happy to provide you with a briefing on the analyses behind that.

Mr. RamsTtaD. That I would appreciate, thank you. Let me ask
finally I know under current law the Medicare Plus Choice plans
are paying for most of the beneficiary education programs even
though the health plans currently enroll, as I understand it, only
about 15 percent of Medicare beneficiaries. It’s been suggested to
me by a number of people in Minnesota that the fee-for-service
Medicare should contribute to the user fee since it’s also one of the
choices. Can you respond?

Ms. DEPARLE. Well, this is an area that the Committee and the
Committee staff have paid a lot of attention to. What we tried to
do with the $95 million is make sure that we used it only as the
statute said. In the handbook, for example, if we were providing in-
formation that is more about fee-for-service Medicare or general
Medicare that was not part of what the Congress talked about in
this education campaign, we funded that out of our regular pro-
gram management budget because I wanted to be sensitive to what
you all intended with the user fees. And I understand the health
plans’ position on the user fees. I've met with a number of them
and I understand how they feel and we’re open to working with the
Congress on what you think is equitable here.

Mr. RAMSTAD. Thank you, Administrator. Mr. Chairman, I yield
back.
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Chairman THOMAS. Thank the gentleman. The gentlewoman
from Florida wish to inquire?

Mrs. THURMAN. Thank you, Mr. Chairman. Administrator
DeParle, thank you for being here. This is my first time on this
Committee, so I don’t have some of the advantages of some of the
work has done. However, as was maybe mentioned in the opening,
I probably do have a lot of Medicare and more than most on this
Committee. And one of the issues hitting Florida, and quite frankly
hitting all across the country, has been the issue of HMOs pulling
out and leaving hundreds of thousands of people without any care.
I know that you’ve recently done some information on the Internet,
which I thank you for. It’s been a great help. Can you give us some
ideas of some other things that might be taking place over the next
couple of months that will help these people who have lost this
care?

Ms. DEPARLE. Well, as I mentioned, we want to work with the
Committee on some proposals that we’ve come up with to try to
help the people who were affected this year; and also to provide
more of a safety net for folks next year in case there are more plan
withdrawals. Florida was particularly heavily hit on this, and we
did something like a thousand meetings around the country sitting
down one-on-one with beneficiaries in townhall meetings to try to
help them work through this. We want to have a more concerted
campaign next year so that they know where to go for information
and help.

It is interesting in looking at the pattern around the country,
we’ve been analyzing this some, and there are some parallels to
what happened in the Federal Employees Health Benefit Plan. In
fact, in some counties, it was precisely the same counties where
they pulled out, and in that program it’s interesting I think there
was a 5-percent increase last year. So we're trying to analyze ex-
actly what happened, and we’re doing what we can to work with
the plans to minimize disruption next year. One of the things we
want to do is change the deadline for the submission of ACRs, the
Adjusted Community Rate documents, which we hope will give the
plans more time to fully assess the market and know where they
intend to be because it is extremely damaging to beneficiaries to
hear at the last minute that their plan isn’t going to be there. So
we want to work with you to try to make improvements.

Mrs. THURMAN. I appreciate that because they really are very
concerned. For most of them, it’s the pharmaceutical assistance but
it really has put them in a feeling of just being left out. So they're
very concerned about it.

I know that on the MSNs we’ve cleared that up, and I appreciate
the help you gave on this because we started to hear from our folks
at home. On the other side of that though, it really won’t go into
effect until July of this year. Are there some other places where our
patients can get this information before it actually is reinstated so
that they would have that available to themselves?

Ms. DEPARLE. There are and I want to say that I appreciate your
bringing this problem to my attention because I hadn’t been aware
of it. What Mrs. Thurman is talking about is that some bene-
ficiaries were not getting the explanations of Medicare benefits, or
Medicare summary notices, because of a change that had been
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made last year to suspend them in certain cases. If there’s a bene-
ficiary who wants one and theyre not getting them yet because it
hasn’t been phased in—we expect to have them all in by July—they
can call the carrier or intermediary that’s in this document that all
the beneficiaries got last year. They either got the handbook, if
they were in Florida, or they got this bulletin that gives the num-
ber for their intermediary or carrier. If they call there, they can get
a copy of their Medicare summary notice.

Mrs. THURMAN. Let me follow-up with that then because at any
time that we do legislation there’s unintended consequences that
maybe wasn’t thought all the way through or as rules go and
change. As you’ve gone through in implementing these, you said
you've been through like 188 of them. You have 300 of them to do.
And we're starting to hear from these constituents who have now
been placed under these rules. And there are some that I don’t
think we thought was going to happen, and I think, Mr. Chairman,
you talked about one with the homebound. We've got an awful
problem with people with disabilities that are not getting the home
health care and don’t really fall under the homebound that may
end up going into nursing care homes when they’re perfectly capa-
ble of staying home. But are there some other areas that we have
gotten some unintended consequences that we need to be aware of
or that we can be helping work on over this next year?

Ms. DEPARLE. Well, one of them is one that we’ve been dis-
cussing a little bit this afternoon, which is some of the filing dates
in the Balanced Budget Act. And I don’t think when we were work-
ing on that, anyone thought about the impact that a May filing
date might have on plans, for example. And that was a domino ef-
fect on beneficiaries later on. So there are things like that that I
think we can work together to fix.

There were things in the regulation that we put out that we
didn’t realize were going to be difficult for plans to meet. And, as
I said, today we issued a regulation to try to deal with those
things. Some of them we can deal with administratively. Some of
them we’ll need your help on. Certainly in areas like home health,
we’ve been monitoring that very closely around the country to sort
of see what the patterns are.

I was very concerned about were there going to be increases in
nursing home admissions? And so far we’re not seeing that. But we
want to continue to work with the Committee and identify those
areas as quickly as we can. And then if we need to address them,
we’ll do whatever we can to work with you to get that done.

Mrs. THURMAN. Thank you.

Chairman THOMAS. Thank the gentlewoman for her questions.
The gentleman from Maryland is no longer a Member of the Com-
mittee. His ticket has expired. Apparently he went for power such
as it is within the minority side to become Ranking Member on an-
other Subcommittee. [Laughter.]

Mr. CARDIN. I was just following the term limits I thought that
was in the rules package from the—— [Laughter.]

Chairman THOMAS. Unfortunately, that’s on our side of the aisle
and not yours. But I do appreciate his commitment to me person-
ally that he will stay with us on the major issues. His knowledge
and background is invaluable. You were not here when I passed
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out the penalty flags, so you can have an honorary one. The idea
is instead of us talking over each other, we're just going to throw
penalty flags at each other. And no one has thrown one today. So
I'll be the first to throw it. [Laughter.]

Mr. CARDIN. Well, Mr. Chairman, let me thank you

Chairman THOMAS. Let the Chair first of all say that if we had
these over the last several Congresses, the gentleman from Mary-
land would never have gotten one. [Laughter.]

Mr. CARDIN. Now he says that. When I was on the
Committee—— [Laughter.]

Chairman THOMAS. I don’t need your vote any more. [Laughter.]

Mr. CARDIN. Well, I'll take this and I might use it from the audi-
ence. Let me first thank you for the courtesy.

Chairman THoMAS. TI'll tell the gentleman I've already told that
reporters don’t get any. [Laughter.]

Mr. CARDIN. Oh. I might trade this for a vote from the Com-
mittee. But first let me thank you for the courtesy of allowing us
to participate in this hearing and subsequent hearings. The work
of this Subcommittee is very important to all of us and I very much
appreciate that.

If T might, I just really wanted to ask the administrator, fol-
lowing up really on Mrs. Thurman’s questions on outreach to our
constituents. Our health care system is very complicated. It’s dif-
ficult for seniors to understand what’s covered and what’s not cov-
ered. The President in his initiative on long-term care is suggesting
more resources to HCFA in order to assist seniors in understanding
what their options are to cover long-term care. With Medicare Plus
Choice and many HMOs pulling out of the market, my State had
I think the fifth largest number of dis-enrollees in HMOs and our
telephone lines were ringing off the hook, so I can imagine what
was happening at HCFA at the time. You have established a 1-800
hotline in I think five States. Maryland is not one of those States
that had those services.

My question to you is do you have adequate resources in order
to help our seniors understand the complexities of our system,
whether it’s Medicare Plus Choice or whether it’s long-term care or
whether it’s prescription drugs, we’re all getting questions about
that. Do you have the capacity to help us in getting the information
out to our seniors as to what the law is, what their options are,
and how they can best cover their own health care needs?

Ms. DEPARLE. Well, that’s a very good question, Mr. Cardin. And
I would say this. We’re trying to build something new here. And
we started from the ground up and it’s not going to be perfect over-
night. And it was a shame that last year the disruptions in the
market occurred at the same time that we’re trying to run this new
beneficiary education campaign.

Having said that, in the five States where we did the initial
work—we piloted it last year—we’ve done focus groups, and I think
the Committee will be glad to know that in general beneficiaries
liked the information. I think something like 80 percent of them
said they saved the handbook because they thought it was going
to be useful as a reference tool. So over time, I think that we're
going to see that that makes a big difference, that this campaign,
which is not just a handbook and not just a toll free line, but is
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a whole system really, is going to make a difference. And I hope
that part of that will be educating people on long-term care because
that’s something many of them don’t begin planning until it’s al-
most too late. And we are asking for resources to do that.

As far as whether we have enough, we have asked for more re-
sources. We did last year as well, and that was the one area of our
budget that we were not successful in. And we want to work with
the Committee to make sure you understand what we’re trying to
do and to seek your support for more resources to do a better job
on the beneficiary education campaign.

It’s clear to me that while beneficiaries like the handbook and
they like the toll free lines, and by the way we are expanding that
nationwide over the next 6 to 8 months, a lot of them want indi-
vidual contact. We can’t do that. Many of your States, you should
know, should be complimented because the insurance commis-
sioners, I met with this weekend, and the insurance commissioners
in your States have been active in trying to help us with this as
have the agencies on aging and those networks and the State in-
surance counseling programs. We need to put all of this together
to make this work for our beneficiaries. And I believe we can do
it, but it’s going to take more work on both of our parts. And I'm
eager to work with you on it.

Mr. CARDIN. I appreciate that and I hope that we’ll continue to
work on it. Just one last point, to underscore again what Mrs.
Thurman said about the rationale of HMO pull-out and that in
some regions in our State, which are the so-called low-cost areas,
beneficiaries don’t understand why they have to pay more money
for an HMO to get coverage than someone who enrolls in a high-
cost area. So it doesn’t seem to make a lot of sense, and I think
we need to re-think how Medicare Plus Choice should operate to
guarantee citizens of a State equal access to the variety of options
that are out there. And we look forward to working with you on
that particular issue.

Thank you, Mr. Chairman.

Chairman THOMAS. Thank the gentleman. The gentlewoman
from Connecticut wish to inquire?

Mrs. JOHNSON of Connecticut. Thank you very much, Mr. Chair-
man. First of all, let me say welcome and I appreciate the tremen-
dous workload that you have shouldered since you’ve become head
of HCFA; and feel that the American people should be grateful for
your intelligence and capabilities. I thank you.

Ms. DEPARLE. Thank you.

Mrs. JOHNSON of Connecticut. I also want to dissent from a word
that my friend used earlier, Mr. Stark, “overwhelmed.” I’ve never
seen anyone carry such a load and not be overwhelmed. I appre-
ciate not only what you've accomplished but also your endless open-
ness to those of us who are out in the field to the problems that
we see and to allowing them to have an effect in your department
aﬁd f1‘:he work that you’re doing. So I think that’s very helpful for
all of us.

I have three questions I want to try to get through and I know
I have very little time. So let me just try to at least lay them all
on the table with one other comment before that. I was very inter-
ested to read that the managed care plans are going to pay for the
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costs of clinical trials. And I think we need to at least do a dem-
onstration project in Medicare so that we can find out whether this
is going to raise our costs or lower our costs. I believe it will lower
our costs. So I think we’re being held back by a false estimate.
Maybe we could work out some way to find out the truth in that
matter before seniors are the only portion of the population not al-
lowed to benefit.

Ms. DEPARLE. Well, as you know, I want to do that too. And we
have a proposal and want to work with you on it.

Mrs. JOHNSON of Connecticut. Good. In the budget, in the Presi-
dent’s budget, there is a proposal to require all private insurance
companies to provide Medicare second payer information to help
HCFA coordinate benefits when Medicare is the secondary payer.
It seems to me that this will be extraordinarily difficult for you to
get in place, just the information management technology and the
coordination with the private sector. Is this going to be possible to
do this year?

Ms. DEPARLE. I believe that that proposal would take effect some
time in the spring after we've already accomplished our Y2K
changes that we need to make.

Mrs. JOHNSON of Connecticut. Well, they have no effective date.
It does, however, have a $650 million fiscal impact, apparently over
5 years. So I wonder if we are going to be able to actually make
the changes required to get that kind of money when we aren’t
even going to be able to do the updates this year?

Ms. DEPARLE. For this year, I think for Fiscal Year 2000, the ac-
tuary is estimated only about $10 million in savings from it and
that’s why we wouldn’t be able to begin implementing that until
after we finish all the Y2K changes that need to be made. And then
I have an agenda of getting the home health prospective payment
system done, out-patient, and all the other things that are in the
queue. So I believe that these estimates are reasonable, but it is
true that we won’t be able to do it right away.

Mrs. JOHNSON of Connecticut. Thank you. I also wanted to know
if you still needed contractor reform legislation? As I think you are
now aware, we've had terrible problems with a contractor in Con-
necticut. And, in fact, the hospitals are months behind in their
Medicare reimbursements. And for institutions now that are under
tremendous pressure, especially the small hospitals, this is a really
serious situation. Do you still need contractor reform legislation
and what kind of changes are you looking for?

Ms. DEPARLE. Yes, I think we do need contractor reform legisla-
tion. And I want to thank you for bringing to my attention the
problems up in Connecticut and urge other members to do the
same thing when you’re having problems because sometimes we
don’t hear about them unless you let us know. As I've said to other
members who have asked about this, I think the Government
needs more flexibility. We need a more competitive environment.
We should not be limited to dealing with a set group of insurance
companies or other entities. And I think that that part of the stat-
ute has been pretty much the same since 1965 while other Govern-
ment contracting authorities have been reformed and revised to
give the Government more flexibility and, frankly, a better price,
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more competition. So I look forward to working with the Committee
on coming up with some sort of equitable solution to this problem.

Mrs. JOHNSON of Connecticut. OK. And then let me just get on
the table a very serious problem that is looming for the nursing
homes. It’s particularly, again, a particularly difficult problem for
small nursing homes and that is the issue of medically complex pa-
tients. I am absolutely focused on dealing with the problem of nurs-
ing homes not being able to handle what we are not requiring them
to handle or at least they think we’re requiring them to handle in
the way of transportation costs, ambulance costs, and prosthetic de-
vice costs. But a separate and very important problem is the issue
of the medically complex patient. Things are changing so rapidly
that there are hospitals re-categorizing beds so that they don’t have
to accept these patients because they can’t afford to care for them.
This would back them up into our small hospitals and finally have
a terrible effect on the system.

What are you doing, or are you doing anything, to develop an in-
terim solution? Ultimately the PPS system hopefully will deal with
this fairly but in between now and then, we really have problems.

Ms. DEPARLE. Well, as you know, Mrs. Johnson, we implemented
the skilled nursing facility prospective payment system last year on
schedule. And one of the components of it are these resource utili-
zation groups that attempt to capture the cost of providing care to
different types of patients. The issue I think you’re referring to is
whether or not those, the RUGs system captures the acuity of pa-
tients. And we have spent a lot of time with many nursing facilities
around the country talking about this, and, in fact, we’ve already
contracted with Abt Associates to develop some better measures so
that we can fine-tune the payments for more acutely ill patients.
And we’re working on that as quickly as we can.

Mrs. JOHNSON of Connecticut. I would like to work with you fur-
ther on this because those RUGs are based on 1995 data. And the
treatments that nursing homes are carrying out now 3 years later
are just very different and that old data really doesn’t capture the
kinds of patients that many of the nursing homes are dealing with
now. So we have a disconnect, but it’s serious enough that if a
small home has a couple of bad experiences, they could be finan-
cially at risk. So I appreciate the opportunity to work with you on
it.

Ms. DEPARLE. Thank you.

Mrs. JOHNSON of Connecticut. Thank you, Mr. Chairman.

Chairman THOMAS. Just to follow-up on that, I suppose it’s a car-
dinal sin for us to say that we would welcome all of those com-
plaints and concerns because that’s our job to resolve them. But
one of the things that I think would be very, very helpful is if you
could indicate to us a willingness and a desire to, for want of a bet-
ter term, maybe have a townhall meeting to get these folks in.
Clearly, a procedure to sophisticate the RUG, some mitosis process
to produce the sub-RUGS that grow up to be RUGs fairly quickly.
I guess throw mats become area RUGs or whatever. [Laughter.]

The appropriate analogy would be. It doesn’t make a lot of sense
to have them go through us. We hold you in a hearing. This stuff
has to move fairly quickly and if you would indicate that it might
be possible that you could have some open meetings for these folks
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to indicate their concern and then you could reflect back to them
directly, that seems to me something that would be worthwhile.
What’s your comment on that?

Ms. DEPARLE. Yes, I think so. That’s something we’ve been
doing, in fact, successfully on some other issues, and we would be
happy to host a townhall meeting, either in Washington or Balti-
more, to get as many of those folks in to make sure we understand
the problem.

Chairman THOMAS. And let me end on this. One of the charges
of the Medicare Reform Commission is to deal with solvency. And
I've been thinking about this, and join with me in going through
this thought process, especially focused on the President’s most re-
cent budget. When we say the Medicare Program is solvent, it’s in
reference to Part A.

Ms. DEPARLE. Yes.

Chairman THOMAS. Which is a payroll tax because Part B was
an add-on with physicians and it’s the general fund. And the pay-
roll tax was analogous to the Social Security payroll tax. But the
HI Trust Fund is now different because in the early nineties, we
lifted the lid. It is much more of a progressive tax, notwithstanding
that it’s on payroll.

And that the old analogy, Greenspan, in front of the Full Com-
mittee, said it better than I ever heard anybody say, “These people
have holdings which are appreciating at greater than market
rates.” They get three and four times the amount they paid in.
That’s still true of early retirees today. But if you project over the
period that the Medicare Commission is supposed to be looking at
this, those beneficiaries in 2020, 2030, in terms of the amount that
they’re paying in, with no cap on their income, looks a whole lot
more like an income tax, because that’s what it is with no cap, but
it’s a limited, it’s a particular category of an income tax.

Then in 1997, to add additional years to the solvency of the HI
Trust Fund, we transferred the fastest growing portion of Medi-
care, home health care, to Part B. Now, if we're still talking about
solvency, and you just in response to a question of a member, and
the President said, “I can get you out to 2020 if we take general
revenue surplus and put it in the HI Trust Fund.” I can create an
infinite solvency test. Any time you’re in trouble, transfer a pro-
gram from Part A to the general fund or, in fact, do what we all
think is appropriate, combine A and B.

And all of these things are happening to the point that if we sim-
ply allow current law to affect itself over time, what was 50/50 with
the initial switch of home health care becomes 60/40 general fund
and will ultimately become 70/30 general fund. I don’t know that
solvency makes any sense as a test any more, especially with the
President’s offer to get us to 2020. I can get us to 2626, or what-
ever that song was, by doing that same sort of thing. It doesn’t
mean anything any more.

I think maybe, and this is what I've been trying to do, and I
would appreciate your reaction, not now, but as we talk over the
next several months, I think exposure is a term that’s far more
useful, exposure of the general fund, because if you still have a
payroll tax and it is progressive, you're going to have people who
are paying in who are payers, hopefully they become beneficiaries.



36

So if you take a snapshot in time, you've got payers into the sys-
tem, you have the beneficiaries, but you have the general fund.

I do think it’s a useful dynamic, for those paying in and those
who are receiving, to have the ability to negotiate between them
what an appropriate rate of payment versus beneficiary reciproca-
tion is. But if you have a general fund that’s available at any time
to continue to add to it, using the old solvency test, it is the general
fund that will be the bag that holds all concerns of both the payers
not wanting their rate to go up or the beneficiaries not wanting
their benefits to diminish.

So one of the difficulties in the Commission now is how, given
this dynamic, do we deal with what is an appropriate substitute for
solvency since solvency isn’t a problem because you can buy it
away? And you buy it away with the general fund, either through
a transfer programmatically or simply dumping cash into it. Think
about it. Exposure to the general fund I think is something that—
how much is the general fund going to carry of this program, not-
withstanding the fact that you have payers in the payroll tax and
that you have a package of benefits that will change over time, the
people who are receiving them?

We haven’t talked about this, but I think we need to think about
it.

Ms. DEPARLE. I see the issue and I'll be happy to spend some
time thinking about it.

Chairman THoMAS. Thank you very much. And thank you once
again.

The Committee would now ask—if there are no further ques-
tions? Quick one?

Mrs. JOHNSON of Connecticut. I just want to ask one brief ques-
tion? I notice you’ve hired a lot of physicians and gerontologists.
That’s a very good thing. Have you hired anyone who has had ex-
perience within managed care?

Ms. DEPARLE. Yes.

Mrs. JOHNSON of Connecticut. Making protocols work, managed
care actually work?

Ms. DEPARLE. Yes, in fact, the geriatrician, who’s the chief clin-
ical officer for HCFA now, Dr. Jeff Kang, was the medical director
of a managed care plan up in Boston. And Dr. Berenson, who is
the head of the Center for Health Plans and Providers, ran a PPO,
in fact, here on Capitol Hill and so has had that experience as well.

Mrs. JOHNSON of Connecticut. Thank you.

Ms. DEPARLE. I think most of our physicians have had experi-
ence in managed care.

Mrs. JOHNSON of Connecticut. Thank you.

Chairman THOMAS. Thank you again.

The Chair would now ask Dr. Scanlon to come forward as the Di-
rector of the Health Financing and Public Health Issues, Health
Education and Human Services Division of the U.S. General Ac-
counting Office. He has always assisted us in a systematic exam-
ination of the operation of HCFA, and we welcome you once again.
Your written testimony would be made a part of the record, with-
out objection, and we invite you to inform in any way you see fit.
Welcome, doctor.



37

STATEMENT OF WILLIAM J. SCANLON, PH.D., DIRECTOR,
HEALTH FINANCING AND PUBLIC HEALTH ISSUES, HEALTH,
EDUCATION, AND HUMAN SERVICES DIVISION, U.S. GEN-
ERAL ACCOUNTING OFFICE

Mr. SCANLON. Thank you very much, Mr. Chairman, and Mem-
bers of the Subcommittee. With me today is Leslie Aronovitz who
is an Associate Director in the Health Financing and Public Health
group at GAO and who has been very heavily involved in our re-
view of HCFA for this hearing today.

In 1996 and 1997, Congress passed the Health Insurance Port-
ability and Accountability Act as well as the Balanced Budget Act
to help HCFA combat fraud and abuse and constrain Medicare
spending growth. However, implementing these laws added sub-
stantially to HCFA’s ongoing responsibilities to manage both Medi-
care and Medicaid.

Last year, you asked us to assess HCFA’s capacity for this Sub-
committee, because you were concerned that the HCFA was not
prepared to shoulder all these responsibilities. Then we reported
that the HCFA’s tasks appeared to be outstripping its ability to
manage its workload. This year, you have asked us again for such
an assessment. Today, our message is a bit more complicated.
HCFA has made great strides in addressing many of its immediate
priorities. These include readying critical computer systems for the
year 2000 problem and implementing many provisions of HIPAA
and the BBA. But the number and the complexity of BBA require-
ments and the urgency of the computer system changes, coupled
with a backlog of decades-old problems with HCFA’s routine oper-
ations, make it clear that much more needs to be accomplished. Its
capacity, while greater than last year, also needs further strength-
ening for the agency to successfully fulfill its mission.

The immediacy of the threat, the amount of work, and the re-
sources needed to meet the Y2K challenge, coupled with the Agen-
cy’s late start, have put a tremendous burden on HCFA this past
year. It has pushed hard to catch up, and, as you have heard, it
has made considerable progress. The GAO has been monitoring
this progress closely, and Joel Willemssen from our Information
Resources Issue area is scheduled to provide our assessment at a
hearing of the Full Committee on February 24.

Unfortunately, the rush to complete the Y2K renovation affected
the timing and quality of the Agency’s work on many other
projects. For example, this delayed needed computer systems mod-
ernization. As a result, the Agency has been forced to spend mil-
lions to renovate certain systems for Y2K readiness that it then
plans to replace soon after the year 2000. Similarly, HCFA has had
to delay the implementation of new prospective payment systems
intended to slow program growth for services such as home health
and hospital outpatient care.

There has also been less managerial time and attention available
to oversee ongoing operations. HCFA’s financial management and
oversight of Medicare’s fee-for-service claims administration con-
tractors are longstanding problems needing more attention as is as-
surance of the quality of care provided in nursing homes and by
home health agencies.
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HCFA has made strides in improving the fiscal integrity of the
Medicare Program. This year, it promptly distributed the Medicare
Integrity Program funds to contractors so that they could work to
reduce fraud and abuse. It has developed a strategic plan to better
focus its activities for program integrity, but many of these initia-
tives are just starting.

While there has been progress made in putting in place many of
the HIPAA and BBA requirements, we believe that important re-
finements are still needed. To give you just one example, we are
concerned that the design for the new Prospective Payment System
for skilled nursing facilities does not fully eliminate payment for
unnecessary services and that there is not sufficient oversight
planned to ensure that providers do not game the system. In addi-
tion, we are aware of the concern that Mrs. Johnson raised in talk-
ing with Administrator DeParle about the adequacy of rates for
medically complex cases and are, for this Subcommittee, looking
into that issue as well.

Compared to last year, HCFA’s capacity is greater. Many of the
transitional problems of the reorganization are history. Additional
staff with needed skills have been hired, and some of the losses due
to attrition have abated. On the other hand, in focus groups we
conducted, HCFA managers and staff discussed issues that con-
tinue to hamper effective agency operations. Some of the commu-
nication and decisionmaking difficulties associated with the reorga-
nization still persist.

At times, the Agency’s decisionmaking process has been slowed
considerably. For example, travel funds were not allocated well into
the middle of last fiscal year. Managers also stated that the per-
formance and awards systems do not motivate or hold their staffs
accountable for achieving program results.

HCFA still faces the challenges of an aging work force. In fact,
almost a quarter of its staff, most with management and technical
expertise, will be eligible to retire in the next 5 years.

In conclusion, I would note that HCFA’s senior officials have
taken concrete steps to improve agency management this year. But
the Agency’s continuing challenges are taxing. After the dusts set-
tles from Y2K, HCFA will need to overhaul its antiquated com-
puter systems. In addition, it will need to improve its financial
management, its oversight of Medicare contractors, and its effort to
assure the quality of beneficiary care. Strong leadership and man-
agement, more effective planning, acquisition of staff with needed
skills, and better accountability are keys to addressing these chal-
lenges. A true measure of HCFA’s success will be its ability to
maintain its current momentum as it enters the 21st century.

Thank you very much, Mr. Chairman. I would be happy to an-
flwer any questions you or the Members of the Subcommittee may

ave.

[The prepared statement follows:]

Statement of William J. Scanlon, Ph.D., Director, Health Financing and

Public Health Issues, Health, Education, and Human Services Division,
U.S. General Accounting Office

Mr. Chairman and Members of the Subcommittee, we are pleased to be here today
to discuss the Health Care Financing Administration’s (HCFA) ability to meet its
new and growing responsibilities. HCFA pays for health care coverage for nearly a
quarter of the population. Two of the programs HCFA administers cost federal and
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state taxpayers about $370 billion in fiscal year 1998—$193 billion for Medicare and
$177 billion for Medicaid—and represent an ever growing proportion of the federal
budget—currently about 18 percent. Because of the size and complexity of its pro-
grams, we have been reviewing HCFA’s operations since the agency was created
more than 20 years ago. Over the years, we have reported on problems in HCFA’s
management that weakened the fiscal integrity of these programs—leading to in-
creased monetary loss from fraud, abuse, and erroneous payments. We have also re-
ported on management problems that have led to poor-quality care provided to vul-
nerable beneficiaries. In 1990, we developed a list of agencies and programs that
were “high risk” because of their vulnerability to waste, fraud, abuse, and mis-
management. We included Medicare on our original list, and it remains on the list
to this day.

The long-term financial condition of Medicare is now one of the nation’s most
pressing problems. Recent legislation gave HCFA substantial new authorities and
responsibilities for reforming Medicare in order to extend the solvency of Medicare’s
Hospital Insurance Trust Fund beyond 2008. This legislation also established the
Bipartisan Commission on the Future of Medicare to develop more long-term solu-
tions for further ensuring Medicare’s integrity and solvency. Because of your con-
cern about HCFA’s preparedness to implement these new authorities and admin-
ister its programs, you asked us to review HCFA’s management capacity and to tes-
tify before this Subcommittee last January. You asked us to report today on our up-
dated assessment of HCFA’s progress—focusing on the agency’s ability to meet its
increasing workload in the short term. Specifically, you asked us to review HCFA’s
progress in (1) addressing its most immediate priorities and (2) strengthening its
internal management to effectively discharge its major implementation and over-
sight responsibilities.

We relied on our substantial body of past and ongoing work to assess HCFA’s per-
formance in meeting its current responsibilities.! We supplemented this work by
interviewing 28 agency managers and officials, including the Administrator and
Deputy Administrator. In addition, we conducted small focus groups attended by 46
senior and midlevel managers and 20 staff, and reviewed agency documents.

In summary, HCFA is facing an unprecedented set of challenges. The Balanced
Budget Act of 1997 (BBA) and the Health Insurance Portability and Accountability
Act of 1996 (HIPAA) were designed, with considerable input from the administra-
tion, to strengthen HCFA’s ability to prevent fraud and abuse and constrain spend-
ing growth in the Medicare program. These laws added substantial new authorities
and programmatic responsibilities to HCFA’s ongoing management of Medicare and
Medicaid. In response to these mandates and program responsibilities, HCFA’s ac-
complishments have been impressive. However, measured against the magnitude of
challenges it faces, HCFA’s progress seems more modest. The immediacy and re-
source demands associated with meeting the Year 2000 computer system chal-
lenges—coupled with HCFA’s late start in addressing them—have put a tremendous
burden on the agency this past year and have affected the timing and quality of
its work on many other projects. For example, it has delayed needed systems mod-
ernization and computer changes that implement new payment systems intended to
slow program cost growth. It has also slowed efforts to improve the oversight of on-
going operations, such as financial management and Medicare fee-for-service claims
administration, which desperately need attention. Even where HCFA has made
progress—such as in implementing a number of the mandated HIPAA and BBA re-
quirements—we believe that more work, and many refinements, are still needed.

HCFA must meet these challenges with an aging workforce. In fact, almost one
quarter of its staff—most with managerial and technical experience—will be eligible
to retire in the next 5 years. HCFA has taken a number of steps internally to cap-
italize on its staff’s strengths to deal with a rapidly changing health care market-
place and growing responsibilities. For example, HCFA has developed a strategic
plan that better articulates its future direction, has progressed in its customer-fo-
cused reorganization by moving staff to their new organizational units, and has
hired more staff with needed skills. On the other hand, in focus groups we con-
ducted, HCFA managers and staff discussed issues that continue to hamper effec-
tive agency operations. For example, HCFA’s reorganization slowed the agency’s de-
cision-making process so that even travel funds were not allocated until well into
the middle of the fiscal year. Managers also stated that the performance and awards
syitems neither motivate staff nor hold staff accountable for achieving program re-
sults.

To further strengthen HCFA’s ability to effectively manage its employees and pro-
grams, the administration has proposed new authorities for contracting and new

1See Related GAO Products at the end of this statement.
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flexibility in hiring in the President’s budget for fiscal year 2000. It also proposes
new mechanisms to enhance agency accountability, with biannual reports to the
Congress and an advisory board to help the agency streamline internal and program
management. HCFA senior officials have taken concrete steps to improve agency
management this year but will need to maintain the momentum over the next sev-
eral years to overcome the agency’s current and future challenges. This will be espe-
cially difficult in an agency that for years has been plagued by external pressures
and management problems.

BACKGROUND

HCFA, an agency within the Department of Health and Human Services (HHS),
is responsible for administering much of the federal government’s multibillion-dollar
investment in health care—primarily the Medicare and Medicaid programs. Rapid
increases in Medicare program costs, coupled with increasing concern about fraud
and abuse in the program, led the Congress to enact legislation—HIPAA and the
BBA—to strengthen Medicare. HIPAA established the Medicare Integrity Program,
which ensures increased funding for Medicare program safeguard efforts and au-
thorizes HCFA to hire specialized antifraud contractors. The BBA made the most
significant changes to Medicare in decades, designed to reduce the growth of Medi-
care spending. The law requires HCFA to implement new payment methodologies,
expand managed care options, and strengthen program integrity activities. At the
same time, these laws also added entirely new responsibilities—such as oversight
of private health insurance and implementation of a new state children’s health in-
surance program—to HCFA’s historic mission to administer Medicare and Medicaid.

Medicare is the nation’s largest health insurance program, covering about 39 mil-
lion elderly and disabled beneficiaries at a cost of more than $193 billion. Most of
these beneficiaries receive health care on a fee-for-service basis, in which providers
are reimbursed for each covered service they deliver to beneficiaries. HCFA con-
tracts with about 60 insurance companies to process the high volume of fee-for-serv-
ice claims—numbering about 900 million in fiscal year 1997—submitted by about
a million health care providers for payment. Medicare’s managed care program, the
other principal component, covers the growing number of beneficiaries who have
chosen to enroll in prepaid health plans, where a single monthly payment covers
any needed services. About 6.8 million people—about 17 percent of all Medicare
beneficiaries—were enrolled in more than 450 managed care plans as of December
1, 1998.

Medicaid, a $177 billion federal and state grant-in-aid entitlement program ad-
ministered by states, finances health care for about 36 million low-income families
and blind, disabled, and elderly people. At the state level, Medicaid operates as a
health insurance program covering acute-care services for most recipients, financing
long-term medical care and social services for elderly and disabled people, and fund-
ing programs for people with developmental disabilities and mental illnesses. In ad-
dition, the BBA created the state-operated Children’s Health Insurance Program,
which provides federal grants to states to provide basic health insurance coverage
for low-income, uninsured children. Through this program, states have a choice of
either expanding their Medicaid programs or developing a separate program to in-
sure children.

Under HIPAA, HCFA also has a completely new responsibility for ensuring that
private health insurance plans comply with federal standards. In five states that did
not pass legislation conforming to key provisions of HIPAA, HCFA has direct re-
sponsibility for enforcing HIPAA standards for individual and group insurance
plans. In addition, HIPAA, along with the BBA, provides HCFA more opportunities
to improve its fraud and abuse identification and prevention programs in Medicare.

HCFA had about 4,100 staff as of October 1998. About 65 percent were located
in the central office and the remainder worked in the agency’s 10 regional offices.
In addition to its workforce, HCFA oversees Medicare claims administration con-
tractors who employed an estimated 22,000 people in fiscal year 1997.

HCFA HAs MADE SOME PROGRESS ADDRESSING ITS HIGHEST PRIORITIES, BUT MANY
PROBLEMS REMAIN

Last year, we told you that substantial program growth and greater responsibil-
ities appeared to be outstripping HCFA’s capacity to manage its existing workload.
Today, the message is a more complicated one. HCFA has made great strides in ad-
dressing many of its immediate priorities—including readying critical computer sys-
tems for the year 2000 and implementing many provisions of HIPAA and the BBA.
But the number and complexity of the BBA’s requirements and the urgency of sys-



41

tems changes, coupled with a backlog of decades-old problems associated with
HCFA’s routine operations, make it clear that much more needs to be accomplished.

HCFA Made a Concerted Effort on Y2K, but Critical Tasks Are Incomplete

Over the past year, HCFA has made a concerted effort to deal with its most press-
ing priority—the Year 2000 computer systems problem—commonly referred to as
Y2K.2 If uncorrected, Y2K problems could cause computer systems that run HCFA’s
programs to shut down or malfunction, resulting in serious disruptions to payments
to Medicare providers and services to Medicare beneficiaries. Addressing Y2K is a
formidable task for HCFA, because the Medicare program uses 6 standard claims
processing systems, about 60 private contractors, and financial institutions nation-
wide to process about 900 million Medicare claims each year for about 1 million hos-
pitals, physicians, and medical equipment suppliers.

In September 1998, we reported that time was running out for HCFA to modify
Medicare systems to handle Y2K.3 HCFA was severely behind schedule in repairing
and testing its systems and in developing contingency plans to handle system fail-
ures. Until 1997, HCFA was attempting to develop the Medicare Transaction Sys-
tem—which would be Y2K compliant—to replace its existing Medicare claims proc-
essing systems. But the project was halted because of design problems and cost
overruns. This left HCFA with multiple, noncompliant Medicare claims processing
systems that needed modernization. Compounding this difficult task was HCFA’s
failure to adequately direct and monitor its Y2K project. We recommended changes
to better manage its Y2K efforts, and HCFA agreed to implement our recommenda-
tions as soon as possible.

HCFA recently reported to HHS that as of December 31, 1998, it had completed
renovating 5 of the 6 standard systems used by its contractors to pay claims and
all 25 of its mission-critical internal systems. We are now monitoring HCFA’s
progress in implementing the recommendations in our September 1998 report, and
we are reviewing the agency’s progress in addressing the critical areas of Y2K test-
ing and business continuity and contingency planning. We will testify on these
issues to the Congress in the next few weeks. Furthermore, although HCFA is not
directly responsible for state Medicaid enrollment and payment systems, agency offi-
cials said they are concerned that some state systems may fail. To help prevent this,
the agency has begun to work with states on their Y2K problems.

HCFA’s progress on the Y2K front is tempered by one unfortunate reality: some
of the systems HCFA is expending so much energy and resources to modify to
achieve Y2K compliance are obsolete and will need to be replaced soon after the
year 2000. Y2K presented an immediate problem with an inflexible end point, which
has forced HCFA to shelve its efforts to consolidate its Medicare claims processing
systems and modernize other systems. After the termination of the Medicare Trans-
action System, HCFA decided to consolidate the number of systems that pay claims
to reduce systems maintenance costs and streamline efforts to implement required
systems changes. But systems consolidation could not go forward while HCFA and
its contractors were renovating and testing their systems for Y2K readiness. As a
result, it is spending millions to renovate certain systems for Y2K readiness that
it plans to stop using soon after 2000.

HCFA Has Made Some Progress but Is Still Struggling With HIPAA and BBA Im-
plementation

HCFA has completed many major tasks this past year and has implemented sig-
nificant portions of HIPAA and the BBA, but progress remains slow. For example,
HCFA has taken steps to allocate HIPAA funding and to implement authorities to
combat waste and abuse in the Medicare program. HIPAA provided additional funds
for HCFA’s Medicare claims processing contractors to use to detect fraudulent and
abusive billing practices. The claims administration contractors use these funds to
hire and retain staff knowledgeable in conducting provider audits, claims reviews,
and payment data analyses, among other activities. HCFA promptly issued the con-
tractors’ fiscal year 1999 budget allocations, unlike the situation in fiscal year 1998,
when HCFA did not provide this funding to the contractors until a third of the year
had passed.

2This problem stems from the use in many computer systems of a two-digit dating system
for indicating the year. With this abbreviated format, the year 2000 is indistinguishable from
1900.

3 Medicare Computer Systems: Year 2000 Challenges Put Benefits and Services in Jeopardy
(GAO/AIMD-98-284, Sept. 28, 1998).
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As part of HIPAA, the Congress also gave HCFA the authority to contract with
specialists to perform payment safeguard activities. HCFA is now reviewing the sub-
missions it received in response to its September 1998 solicitation for bids to become
a program safeguard contractor. Such a contract could be awarded by May 1999, but
the scope will be limited and will not provide many of the benefits initially envi-
sioned from using a specialty contractor.

As part of its work on BBA-mandated Medicare+Choice,* HCFA issued interim
final regulations for health maintenance organizations and other types of managed
care organizations (for example, preferred provider organizations and provider-spon-
sored organizations) to participate and took several steps toward implementing the
new National Medicare Education Program last year. The regulations, published in
June 1998, represented a massive undertaking accomplished within a very short
time period. In rushing to reach the deadline, however, some of the provisions were
developed without full consideration of their impact on managed care organizations.
For example, the regulations required that managed care plans assess the health
status of all new Medicare members within 90 days of enrollment, but this require-
ment would include existing plan members for whom the plan may already have
comprehensive information. Similarly, the regulations require each managed care
organization’s chief executive officer to certify that the encounter data provided to
HCFA are 100-percent accurate. To managed care plans, such a standard seems un-
reasonable because these data are generated from many sources not directly under
their control, including contracting physicians, hospitals, and other providers. In ad-
dition, managed care plans are concerned that other requirements cannot realisti-
cally be accomplished in the required time frames, may be duplicative of existing
accreditation and reporting requirements, and could create disincentives to work on
more difficult quality improvement projects. HCFA has agreed to reconsider a num-
ber of items and is planning to change the standard for data accuracy so that plans’
chief executive officers will certify to the best of their knowledge that the data pro-
vided to HCFA are accurate.

For the new National Medicare Education Program, HCFA established an eight-
point plan for educating beneficiaries about their new managed care options; imple-
mented an Internet site for providing comparative managed care plan information;
and has begun phasing in its toll-free call center and its mail-out of a revised Medi-
care handbook to beneficiaries in five states, which foreshadowed the nationwide
mail campaign planned for this fall. The effort to produce Medicare handbooks was
more complicated than the agency originally expected. Of the 15 comparative hand-
books mailed to beneficiaries in different geographic areas, 12 were inaccurate be-
cause HCFA published them before managed care plans finalized their Medicare
participation decisions. The Congress’ efforts to encourage the growth of Medicare
managed care could be thwarted if plans refuse to participate and if beneficiaries
are confused, instead of enlightened, about their many health care choices.

HCFA officials acknowledge they were slow to realize that the complexity and
magnitude of the Y2K problem would stall implementation of key BBA require-
ments. The BBA mandated the design and implementation of new payment methods
called prospective payment systems (PPS), which pay providers—regardless of their
costs—fixed, predetermined amounts that vary according to patient need. To meet
BBA targets, HCFA has to design and implement four PPS systems:

« a skilled nursing facility (SNF) PPS by July 1, 1998;

¢ a home health agency PPS by October 1, 1999, which was delayed by later legis-
lation until October 1, 2000;

* a hospital outpatient PPS by calendar year 1999; and

¢ an inpatient rehabilitation PPS by fiscal year 2001.

The SNF PPS was implemented on July 1, 1998. However, to prevent additional
complications during system renovation and testing for Y2K, the agency has missed
deadlines to make systems changes needed for beginning the hospital outpatient
and home health agency prospective payment systems. These delays could affect
both budgetary savings and Medicare beneficiaries themselves. The Congressional
Budget Office had estimated that new payment methods for home health and out-
patient services would save Medicare about $23 billion between fiscal years 1998
and 2002. In addition, the hospital outpatient PPS would have reduced the amounts
elderly patients pay for such services. HHS estimated that between January 1999

4 Medicare+Choice widens beneficiary and health plan participation in Medicare managed care
by (1) guaranteeing plans a minimum payment level, intended to encourage plans to locate in
areas they had previously not served; (2) expanding the types of plans eligible to contract with
Medicare to include—in addition to health maintenance organizations—preferred provider orga-
nizations and provider-sponsored organizations; and (3) informing beneficiaries of the plan
choices in their area through a national information campaign.
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and April 2000, senior citizens will have to pay an extra $570 million in higher co-
payments over what they would have paid if the hospital outpatient PPS had been
implemented on time. While many Medicare beneficiaries have some sort of third-
party coverage for costs that Medicare does not cover—referred to as “Medigap” poli-
cies—they are likely to be indirectly affected because premiums for Medigap policies
are increasing in line with rising Medicare costs.

Although HCFA officials were tracking both BBA and Y2K implementation, top
agency officials did not inform the Congress until July 1998 that the agency would
be delayed in instituting the new payment methods. HCFA officials attributed their
late awareness of this problem to communications breakdowns at three levels. First,
they believe operations and policy staff at headquarters responsible for designing
the program changes were not consulting with each other and with others who were
responsible for implementing them in the field. Second, they stated that top agency
officials did not immediately find out what lower-level HCFA managers knew—how
long it would take to implement complex BBA changes and how that could com-
plicate Y2K testing of the systems. Finally, officials believe that there was inad-
equate consultation with Medicare contractors responsible for making the actual
programming changes to their systems.

While some parts of the BBA implementation were put on hold, HCFA moved
quickly to implement a new SNF PPS.5 However, we believe that the SNF PPS has
design flaws, and coupled with a lack of adequate planned oversight, this may di-
minish the anticipated reduction in Medicare costs that prospective payment was
supposed to create. Savings depend on developing an appropriate daily payment (per
diem) rate to reflect patients’ needs. The new daily payment rate is based on the
average daily cost of providing all Medicare-covered skilled nursing services, ad-
justed to take into account the patient’s condition and expected care needs. We are
concerned that the new SNF PPS’ design preserves the opportunity for providers to
increase their compensation by supplying potentially unnecessary services, since the
amounts paid still depend heavily on the number of therapy and other services pa-
tients receive. Furthermore, HCFA has not planned sufficient oversight to prevent
fraud and abuse. For SNFs, a facility’s own assessment of its patients will deter-
mine whether a patient is eligible for Medicare coverage and how much will be paid.
When Texas implemented a similar payment method for Medicaid, its on-site re-
viewers found that nursing homes’ assessments were often inflated. Despite Texas’
experience, HCFA does not currently have plans to monitor facilities’ assessments
to ensure they are appropriate and accurate. Nor has it ensured that the Medicare
contractors—who pay the facilities’ claims—will have timely information on patients
to determine whether the rate to be paid is appropriate.

The last major BBA implementation challenge we want to highlight is the Chil-
dren’s Health Insurance Program—the largest health care investment in children
since Medicaid was created in 1965. Although states are given broad flexibility in
tailoring programs to meet their own circumstances, HCFA is responsible for ap-
proving each state’s plan, providing technical assistance to the states, and ensuring
that programs meet statutory requirements designed to guarantee meaningful
health coverage. HCFA has initiated (1) a comprehensive effort with the states, pri-
vate companies, advocacy organizations, the Health Resources and Services Admin-
istration, and others to promote this initiative and (2) an outreach effort to find
those children who are eligible for health insurance under the Children’s Health In-
surance Program or Medicaid but are not enrolled. Since passage of the act, HCFA
has approved 46 state plans, after providing extensive guidance and interim instruc-
tions to states. We are currently studying HCFA’s and the states’ efforts to imple-
n}llent the Children’s Health Insurance Program and will report on the results later
this year.

HCFA’s Handling of Ongoing Responsibilities for Financial Management and Rou-
tine Quversight Raises Serious Concerns

Over the last several years, HCFA has been lax in managing critical ongoing pro-
gram responsibilities, such as financial management—particularly by Medicare
claims administration contractors—and oversight of nursing home compliance. For
example, our work on high-risk programs such as Medicare highlighted the need for
major federal financial management reforms, which the Congress initially enacted

5The prior payment method reimbursed providers on the basis of their costs, with capital
costs and ancillary services virtually unlimited. Because providing more services generally trig-
gered higher payments, facilities had no incentive to provide only necessary services or to im-
prove efficiency. Prospective payment is intended to slow spending growth by paying providers
fixed, predetermined amounts that vary according to patient need, regardless of providers’ ac-
tual costs.
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in the 1990 Chief Financial Officers Act and later expanded in the 1994 Government
Management Reform Act. Under this legislation, the 24 major departments and
agencies such as HCFA must now produce annual financial statements subject to
independent audit, beginning with those for fiscal year 1996.

Since 1996, in conjunction with its audit of HCFA’s financial statements, the HHS
Office of Inspector General (OIG) has estimated the error rate for improper pay-
ments made by Medicare claims administration contractors. For fiscal year 1998,
the OIG estimated that about 7 percent of Medicare fee-for-service payments for
claims—$12.6 billion—did not comply with Medicare laws and regulations. This rep-
resents an improvement over fiscal year 1997, when the OIG estimated that Medi-
care contractors made $20.3 billion in improper payments—about 11 percent of all
claims. However, the difference from 1997 to 1998 was almost entirely attributable
to better documentation provided to the auditors, rather than to a substantive re-
duction in improper payments in categories such as “lack of medical necessity,” “in-
correct coding,” and “noncovered services.”

HCFA has made progress in strengthening its financial oversight. Nevertheless,
serious weaknesses remain for both Medicare and Medicaid. Many of the financial
weaknesses in Medicare relate to its oversight of Medicare claims administration
contractors, which process over $700 million in Medicare fee-for-service claims each
working day. In its audit of HCFA’s 1997 financial statements, HHS’ OIG found ma-
terial weaknesses in managerial control over contractor operations, and, as a result,
HCFA may not be collecting millions of dollars in overpayments from providers. The
fiscal year 1997 audit identified one contractor transitioning out of the program that
reported transferring $266 million in accounts receivable to other contractors, but
neither HCFA nor the auditors could determine whether these receivables had been
transferred onto the new contractors’ books. HCFA depends on contractors’ financial
reports to provide information for its financial statement because HCFA lacks an
integrated accounting system that can capture financial information at the con-
tractor level. Moreover, the OIG found indications that HCFA’s central and regional
office oversight of operational and financial management controls was inadequate to
ensure that contractor-provided financial information was consistent and accurate.

Similarly, the OIG found that security for contractor and HCFA information sys-
tems was inadequate, imperiling the confidentiality of Medicare beneficiary personal
and medical data. While HCFA had corrected some weaknesses found during the
audit for fiscal year 1996, it was still possible for an unauthorized user to gain ac-
cess to HCFA’s database and modify sensitive beneficiary files. HCFA has recog-
nized the need to protect the security of its information systems and, starting in
1997, began revising security policy and guidance, and implementing corrective ac-
tion plans. Because of the need to focus on Y2K modifications, however, HCFA prob-
ably will not address many of these weaknesses in the near term.

Medicaid financial management also is in need of reform. The OIG’s 1997 audit
revealed that HCFA had limited information on the federal portion of Medicaid ac-
counts receivable and payable. In fiscal year 1997, HCFA relied on survey informa-
tion from the states to estimate the amounts to record in the financial statements,
and because the survey data were so limited, the OIG could not verify their accu-
racy. In addition, the audit noted that HCFA regional offices were not providing suf-
ficient oversight of states’ Medicaid claims processing and reporting, including
states’ efforts to deter fraud and abuse and collect overpayments.

HCFA’s oversight of the quality of care Medicare and Medicaid beneficiaries re-
ceive also needs improvement. HCFA is responsible for defining requirements for
certain providers, such as nursing homes and home health agencies, to participate
in the Medicare and Medicaid programs and certify that their enforcement is ade-
quate to protect the health and safety of Medicare and Medicaid beneficiaries.
HCFA contracts with state agencies to review nursing homes and home health agen-
cies for their adherence to these federal requirements. Our work has shown that
HCFA’s policies and oversight have been insufficient to ensure quality of care for
nursing home residents or home health patients, and serious problems have re-
sulted. One in nine nursing homes in the country were cited in both of the last two
inspections for harming residents or putting residents’ health and safety in imme-
diate jeopardy—but such homes often faced no federal sanctions. In response, HCFA
began taking actions to improve state inspection practices, revise state oversight ac-
tivities, and strengthen enforcement for nursing homes. HCFA has also added re-
quirements that home health agencies demonstrate experience and expertise in
home care by serving a minimum number of patients before initially certifying them
as Medicare providers. However, these steps may not go far enough to protect vul-
nerable beneficiaries. We are now reviewing HCFA’s oversight of state nursing
home complaint investigations and inspections and will report to the Congress on
these issues this year.
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HCFA HAs MADE CHANGES TO ENHANCE ITS MANAGEMENT CAPACITY, BUT
PROBLEMS PERSIST

Because its mission has been rapidly growing and changing, HCFA officials have
worked hard to strengthen the agency’s management capabilities. Despite these ef-
forts, problems remain that hamper effective agency operations. While HCFA has
developed a new focus on planning, including publishing a strategic plan, it does not
require units to develop detailed plans to carry out day-to-day operations. The agen-
cy has completed its reorganization, but the resulting structure has contributed to
various communication and coordination problems. Last year, HCFA lacked suffi-
cient trained staff with the skills to effectively implement its top priorities. It hired
more staff with needed skills in 1998, but it has not completed a long-term strategic
approach to meet its future human resource needs. HCFA staff and managers are
also concerned that its performance and award systems are not well linked to ac-
complishing its mission and that many managers are overburdened and lack mana-
gerial skills. These types of problems are found in other agencies, but HCFA still
must be diligent in addressing them. The President’s budget for fiscal year 2000
proposes a reform initiative for HCFA that is designed to increase its flexibility in
the human resources area and to increase the agency’s accountability.

Tactical Planning Is Limited

In December 1998, HCFA published its strategic plan, which focused on the orga-
nization as a whole and communicated the agency’s vision, mission, and broad ap-
proaches to realizing that vision. This plan was developed to help HHS respond to
requirements in the Government Performance and Results Act of 1993. In its stra-
tegic plan, HCFA clearly states that serving beneficiaries is its primary mission
and, in doing so, the agency must be a prudent purchaser of health care. In addition
to its overarching strategic plan, HCFA has also produced draft strategic plans for
such significant areas as information technology and program integrity.

Strategic plans are an important first step; to be useful, however, they must be
implemented. Tactical plans, which identify specific, measurable, desired outcomes;
time frames; and assignments of responsibilities for task completion, are critical.
Last year, we reported that HCFA was not planning its activities on a tactical level.
Although tactical planning has been used in some specific instances during the past
year, such as to help track implementation of BBA requirements, HCFA has still
not institutionalized this level of planning in its day-to-day operations.

In our interviews and focus groups, a pervasive theme was the need to work in
a crisis mode, made worse by a lack of planning. For example, a staff member stated
that she was being pulled from one “hot project” to another—which caused her to
lose efficiency because she barely managed to master one subject before she was
tasked with another. A manager told us that since the reorganization, little plan-
ning has taken place in his division, making even simple tasks harder. He said, as
an example, that the divisions did not know how much travel money was available
until the middle of the fiscal year and that routine trips had to be written up as
emergencies to get approval. We heard similar concerns from managers and staff
working on data systems and coverage policy.

Reorganization Has Created Coordination Problems

HCFA’s July 1997 reorganization established a totally new structure designed to
better focus the agency as a “beneficiary-centered purchaser” of health care. The re-
organization created new centers that were intended to respond directly to HCFA’s
customers—the Center for Beneficiary Services, the Center for Health Plans and
Providers, and the Center for Medicaid and State Operations—and to provide addi-
tional resources to Medicare’s growing managed care program.

In our January 1998 testimony, we noted that the agency’s staff had not yet
moved to the actual location of their new organizational units, which tended to exac-
erbate problems with internal communication and coordination. Almost a year after
the reorganization, between June and August 1998, HCFA completed the physical
relocations, placing staff within their new organizational units. Relocation was a
major undertaking because HCFA had made dramatic shifts of groups and people.
An estimated 80 percent of HCFA central office staff, along with their computers,
files, and shared office equipment, were relocated during the move. Managers told
us that the physical move was implemented well, minimized work disruptions, and
enhanced HCFA’s operational efficiencies.

The 1997 reorganization set out to eliminate HCFA’s “stovepipes” by placing pol-
icy and operations staff together in specific customer-focused centers to enable them
to work more closely together. We found that HCFA is still in the process of learn-
ing how to make its new organization work. Several managers said that they believe



46

the quality of decision-making will be enhanced because input from many individ-
uals and groups is required. But other managers and staff reported substantial in-
ternal and external communication problems as a result of the reorganization. For
example, they said that the organization’s decision-making process has become slow
and cumbersome because it is more difficult to identify the key decisionmakers and
find meeting times that can fit their busy schedules. We also were told that even
identifying appropriate points of contact is sometimes difficult because new organi-
zational titles are confusing. Finally, some managers and staff were concerned that
when accountability for issues was shared by more than one center or office, tasks
could “fall through the cracks” unless responsibilities were more clearly defined.
Agency officials recognize that coordination is a problem and that there is some-
times a lack of accountability for decision-making. In response, they indicated that
they are establishing teams on priority projects where key participants are identi-
fied and accountability for project completion is placed on one person.

HCFA’s reorganization and emerging role as a health care purchaser and bene-
ficiary advocate have also led to changes in the way HCFA communicates with those
outside the agency. Some changes, such as those brought on by the Medicare
+Choice program and the availability of Medicare and Medicaid information on the
Internet, have increased interaction with providers, provider groups, and bene-
ficiaries, according to several HCFA employees. Some staff we spoke with expressed
concern about this increased workload and their inability to readily refer people to
appropriate HCFA entities because the new organizational lines of responsibility are
still unclear. Also, we found that although the Internet means that HCFA is “open
24 hours a day” and can communicate differently through this new medium, neither
senior staff nor agency plans have fully addressed the impact of the Internet on
HCFA’s workload and how managers might need to reallocate responsibilities.

Maintaining Experienced and Appropriate Staff Will Continue to Be a Long-Term
Need

Last year, we reported that HCFA lacked sufficient staff with needed skills to ef-
fectively implement top-priority tasks. Today, managers are somewhat less con-
cerned about staffing shortages because, during the year, HCFA hired more than
400 new employees—a net gain of more than 250 after accounting for attrition. Of
the new staff, a little over one-half were hired as GS—7s through GS-12s and about
one-third were health insurance specialists. Senior agency officials told us that the
new staff, with skills in areas such as managed care, private insurance, and market
research, should help HCFA meet its new and growing responsibilities.

We believe that HCFA’s focus on attracting new employees needs to be long term
and continuous because it will continue to lose staff whose expertise must be re-
placed or supplemented. Over the next 5 years, almost a quarter of HCFA’s staff—
who make up a large part of the agency’s management and technical expertise—
will be eligible to retire. In addition, managers say HCFA will need staff with “real
world” expertise in private industry, including those who know how to purchase care
competitively. While HCFA has not fully assessed its long-term human resource
needs, senior officials told us that the agency is taking initial steps toward devel-
oping a long-term plan for investing in its human resources. HCFA currently has
a draft human resources plan that covers the years 1999 through 2003.

Performance System, Awards Program, and Flexible Work Hours Affect Agency Pro-
ductivity

HCFA managers and staff discussed a variety of factors that hamper agency oper-
ations and limit effective management. Although we believe that HCFA is not
unique in experiencing these problems, mitigating them could improve agency per-
formance. These include a pass/fail performance rating system where virtually all
staff pass, an awards program that does not necessarily reward superior perform-
ance, and flexible work schedules and locations that limit staff availability. Partici-
pants in our focus groups believed that HCFA’s performance appraisal system for
nonexecutive staff does not allow managers to meaningfully assess and report on
staff performance because virtually everyone receives a passing grade. Staff believed
that the pass/fail system is demoralizing to hard workers because no adverse action
is taken for unsatisfactory performance. Similarly, according to managers and staff,
the performance appraisal system does not give staff a sense of satisfaction when
they perform well because it fails to recognize outstanding efforts. Some cited the
prior performance system as preferable because exceptional performers could benefit
by receiving more rapid pay increases.

The Administrator found that the performance appraisal system for executives
was also not useful in holding managers accountable and made changes this year
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to better differentiate senior managers’ performance. The executive appraisal sys-
tem has changed to a system with five levels of performance. Each executive man-
ager has a performance agreement that is linked to performance goals for his or her
set of responsibilities.

Many managers and staff members also told us that the current awards program
is not working. Although the program is intended to motivate staff, the opinions we
gathered suggest that it may have just the opposite effect. Each unit establishes its
own panel that makes award decisions and controls award amounts. Panels consist
of an equal number of union-appointed and management-appointed representatives.
Each panel sets its own criteria for making awards and determining the portion of
its awards budget to give to managers for “on-the-spot” awards, which are awarded
directly to staff for performance on specific projects throughout the year. Managers
told us that they would like to be able to distinguish among the accomplishments
of staff members and reward them accordingly, but both managers and staff per-
ceive the awards process as lacking equity and integrity. Any staff member can
nominate another for an award, and we were told that staff members sometimes
nominate themselves and friends nominate each other. Managers also told us that
sometimes almost all nominees in a unit receive awards because panels find it dif-
ficult to distinguish among nominees’ performance. One manager who served as a
panel member said that during the last fiscal year, about 250 employees were nomi-
nated for an award in his center—about two-thirds of all that center’s employees.
He said that only five of the nominees did not get an award. Last fiscal year, panels
awarded about $678,000 to about 2,200 employees in grades 1 through 15—an aver-
age of about $300 per awardee. Managers also directly awarded about $213,000
through on-the-spot awards that can range from $50 to $250.

While staff were highly critical of the performance appraisal and awards proc-
esses, they approved of the flexibility to set their own work hours and work loca-
tions. HCFA’s personnel rules provide for flextime—in which employees may arrive
at work at different times each day within core periods or work longer hours in a
day and earn time off—and flexiplace—which allows employees to work at alter-
native locations. Under these rules, however, staff who work in the office only 4
days a week may be off when their managers need them to be in the office. Man-
agers also told us that more time can be taken up with administrative matters as
a result of more flexible work arrangements. They said that managing staff is more
complicated, noting that planning the work, managing resources, and scheduling
meetings is difficult, for instance, when all of the staff are only required to be in
the office during a core period from Tuesday through Thursday—3 days a week. Em-
ployees need special approval to begin flexiplace, and a senior manager told us that
they are now only approving about half of such applications.

Managers and Staff Express Concerns About Management Capacity and Training

Some managers and staff discussed their concerns about supervisors’ span of con-
trol and the lack of adequate training. They said that they believe some managers
are responsible for supervising too many employees and do not have enough time
to work with people who could benefit from on-the-job training. They also stated
that some managers are not skilled at managing people, which they attribute large-
ly to HCFA’s tradition of promoting staff with excellent technical skills to the mana-
gerial level, and not rewarding them for developing their staff. Some also cited the
lack of training provided to managers to improve their supervisory skills.

Many managers and staff agreed that HCFA does not provide enough training op-
portunities to help them do their work. We were told that new staff get little ori-
entation to the agency’s organization, programs, goals, and mission. Focus group
participants added that limited training and travel funds prevented them from at-
tending seminars and receiving training. Each HCFA staff member received an av-
erage of 8 hours of training last year. New staff, who generally were hired within
the last year, averaged even fewer hours.

HCFA’s senior management has identified management and other training as an
area where HCFA must improve. The agency is developing a “model management
initiative,” which focuses on matching a manager’s competencies with the specific
skills that a manager needs for a given position. If approved by the Administrator,
this model will be tested in the Office of the Chief of Operations. Then, if the initia-
tive proves effective, it will be implemented in other parts of HCFA. HCFA is identi-
fying better approaches to providing technical training and has doubled its training
budget for next year—from about $800,000 in fiscal year 1998 to about $1.6 million
in 1999.
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HCFA Has New Proposals to Strengthen Management

To strengthen HCFA’s ability to meet growing responsibilities, the President’s fis-
cal year 2000 budget proposes several reform initiatives. The budget seeks more
personnel and pay flexibility to allow HCFA to recruit high-level staff with specific,
needed skills, such as physicians and executives with managed care plan oper-
ational experience. Coupled with such flexibility, HCFA is seeking authority to se-
lectively offer buy-outs to some staff members. In addition, HCFA is seeking new
authority that would allow it to contract competitively for its Medicare claims ad-
ministration contractors. To improve agency performance, HCFA is proposing to add
an advisory board of corporate executives and management experts for advice on im-
proving its business practices. Finally, HCFA wants to increase its accountability
to the Congress by providing biannual reports on its progress.

CONCLUSIONS

As HCFA moves into the 21st century, its challenges will continue to become more
numerous and complex. Once it has finished preparing for Y2K, HCFA must face
tasks it has had to put aside or has not fully addressed. Several immediate chal-
lenges lie ahead. HCFA must finish and then refine program changes to fully realize
the benefits expected from the BBA. It also needs to renovate antiquated, and
streamline redundant, computer systems. Furthermore, it needs to strengthen its fi-
nancial management and efforts to preserve program integrity.

Added to these responsibilities will be potential additional challenges associated
with any restructuring of Medicare that follows the deliberations of the Bipartisan
Commission on the Future of Medicare. Even if no major changes are introduced,
HCFA’s continuing challenges are taxing—strong leadership and management will
be required to meet them. More effective planning, new staff with needed skills, and
better accountability could help HCFA address these challenges and better ensure
quality health care for the elderly, poor, and disabled. A true measure of HCFA’s
success will be its ability to maintain current momentum as it enters the 21st cen-
tury.

Mr. Chairman, this concludes my statement. I will be happy to answer any ques-
tions you or other Members of the Subcommittee may have.

Related GAO Products

Major Management Challenges and Program Risks: Department of Health and
Human Services (GAO/OCG-99-7, Jan. 1999).

High-Risk Series: An Update (GAO/HR-99-1, Jan. 1999).

Medicare Computer Systems: Year 2000 Challenges Put Benefits and Services in
Jeopardy (GAO/AIMD-98-284, Sept. 28, 1998).

California Nursing Homes: Care Problems Persist Despite Federal and State Over-
sight (GAO/HEHS-98-202, July 27, 1998).

Balanced Budget Act: Implementation of Key Medicare Mandates Must Evolve to
Fulfill Congressional Objectives (GAO/T-HEHS-98-214, July 16, 1998).

Medicare: HCFA’s Use of Anti-Fraud-and-Abuse Funding and Authorities (GAO/
HEHS-98-160, June 1, 1998).

Medicare Managed Care: Information Standards Would Help Beneficiaries Make
More Informed Health Plan Choices (GAO/T-HEHS-98-162, May 6, 1998).

Financial Audit: 1997 Consolidated Financial Statements of the United States Gouv-
ernment (GAO/AIMD-98-127, Mar. 31, 1998).

Medicaid: Demographics of Nonenrolled Children Suggest State Outreach Strategies
(GAO/HEHS-98-93, Mar. 20, 1998).

Medicare: HCFA Faces Multiple Challenges to Prepare for the 21st Century (GAO/
T-HEHS-98-85, Jan. 29, 1998).

Medicare Home Health Agencies: Certification Process Ineffective in Excluding Prob-
lem Agencies (GAO/HEHS-98-29, Dec. 16, 1997).

Medicare: Effective Implementation of New Legislation Is Key to Reducing Fraud
and Abuse (GAO/HEHS-98-59R, Dec. 3, 1997).

Medicare Home Health: Success of Balanced Budget Act Cost Controls Depends on
Effective and Timely Implementation (GAO/T-HEHS-98-41, Oct. 29, 1997).

Chairman THOMAS. Thank you, Bill.
One of the things that I think is becoming useful is that this isn’t
a one-shot process. Our assumption is on your second-time around,
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there was a little more interaction and they were a little more com-
fortable and, perhaps, a little more insightful and willing to talk
about certain situations.

You will be followed by a panel of contractors, and my concern
is that some of the testimony from the contractors concerns me.
The idea and the discussion between the Ranking Member and
Ms. DeParle can be a launching point. It is always argued that
HCFA has extremely low management percentages—2 percent, 3
percent. Testimony from Mr. Boston indicates that he believes that
to a certain extent contractors subsidize HCFA in terms of those
kinds of costs.

In addition to that, they are concerned about changes that are
occurring in the way in which in attempting to follow the law they
have the money for termination, either for profit or termination.
But if you deny both, you simply can’t function, and there seems
to be from the panel that is coming—and that is why it is always
difficult when you have this sequentially—an attitude that, per-
haps, there is some malaise or discontent among the contractors.

In talking to HCFA, did you get some feeling—what does it seem
to be in terms of the HCFA contractor relationship put in the con-
text of last year, this year, tomorrow?

Mr. SCANLON. I believe that we did encounter tension between
HCFA and the contractors, but not just over the last year. This is
something I think that has been——

Chairman THOMAS. Building

Mr. SCANLON [continuing]. Building over time. It partly reflects
the fact that the administrative budget of HCFA has diminished
relative to the workload that is being dealt with by the contractors
and HCFA. HCFA’s increased workload, in part, is compensated for
by the automation that has occurred over the last decade. We have
expressed concerns many times that so little program integrity ac-
tivity today is being conducted relative to what was being con-
ducted a decade ago. This limited activity is tied to the loss of pro-
gram dollars to fraud and abuse.

We are also concerned that HCFA needs to be able to hold con-
tractors accountable for being as efficient as possible with existing
dollars, and we have been critical of HCFA for not being able to
accomplish this. For example, HCFA has not been able to take best
practices from some contractors and have these practices become
the norm for all contractors. As you heard from Ms. DeParle, nego-
tiating with contractors on the Y2K problem turned out to be a dif-
ficult chore. So, there definitely is a tension between HCFA and its
contractors. It is partly an issue of a change that has occurred as
the workload has increased. It is also, potentially, an issue of the
structure of the relationship between HCFA and its contractors and
the leverage that is on both sides.

Chairman THoMAS. We also hear a lot about how many new bur-
dens or work requirements were placed on HCFA by BBA. I think
the record needs to show also that we did provide additional mon-
eys for BBA especially in the fraud and abuse area, and, as I recall,
we were the ones who kicked off the user fee structure, because we
provided some user fees in BBA. My guess is the Administration
says, “Gee, let us go ahead and ask for them.” It has not been suc-
cessful in the areas they wanted to ask for them, because I think
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it made sense in the area of Medicare Plus Choice to help in the
recruitment of patients of which the contractors would benefit. But
there were additional resources.

Just a word or two on your reaction as to whether or not HCFA
is getting its money’s worth in terms of the way it has employed
the new resources that were provided in the Balanced Budget Act
of 1997.

Mr. SCANLON. We have not looked at this issue in enough detail
to answer globally. We have looked at many specific areas, and we
have noted the considerable progress HCFA has made in imple-
menting both BBA procedures as well as moving forward on some
program operation activities. We have also identified some of the
areas where we think HCFA could have done a better job. How-
ever, I don’t have, at this point, the ability to give you a score on
how I would evaluate HCFA’s net use of funds.

The BBA’s requirements defined a new vision for the Medicare
Program. It is a challenging task to change the program to conform
to that vision. Although HCFA has made some progress, our con-
cern is that progress needs to continue to be made for that vision
to be accomplished, and there can be absolutely no let-up if that
is going to happen.

Chairman THOMAS. Notwithstanding the fact that they are trying
to ride bareback the Y2K bug at the same time, and we understand
and appreciate that, but had they not gone off on the other track-
ing program; had they not had a one-shot silver bullet solution; had
they not been as naive as they have been, perhaps the Y2K prob-
lem would have been addressed earlier. Is that a fair statement?

Mr. SCANLON. I think that is very fair. We were very hopeful
that something like the Medicare Transaction System would be
available, because, frankly, HCFA’s computer systems need up-
grading. HCFA needs better management information to operate
this program. To be able to also solve Y2K would have been icing
on the cake, so to speak. But we were also concerned that the
Medicare Transaction System was not well planned, and, therefore,
its demise was not unexpected.

Chairman THOMAS. And what bothers me is that we are spend-
ing an awful lot of money to get by the year 2000 on some wheezy
stuff that is going to have to be replaced immediately after that,
and it is probably not the highest and best use of limited resources,
but necessary, nevertheless.

Mr. SCANLON. Right.

Chairman THOMAS. Thank the gentleman.

Mr. ScANLON. Thank you.

Chairman THOMAS. Gentleman from California—Louisiana—
tried to recruit you.

Mr. McCRERY. Yes, thanks. Just one question: Are you as com-
fortable as Ms. DeParle says she is with the Agency’s—with
HCFA’s readiness for the Y2K eventuality?

Mr. SCANLON. In general, we have been pleased with the
progress that HCFA has reported. We have been looking at its ef-
forts to make a critical, external assessment of its progress. Mr.
Willemssen will be testifying on this issue before the Full Com-
mittee later this month.
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There are three areas we are looking at closely and which you
will be hearing about then. First, we are looking at testing to en-
sure that systems can perform under varying circumstances.

The second issue is when these systems are put together and op-
erate simultaneously, do they work effectively?

And third is an area that Ms. DeParle mentioned, which is the
contingency planning. What happens when one component or an-
other is not working—whether it is a regional, a provider, or an
intermediary component—what do you do then? And how do you
make sure that the system functions well in terms of continuing
the payment-for-services?

Mr. McCRERY. I guess I will just wait till later this month to——

Mr. ScANLON. Right. They didn’t fill us in either.

Mr. McCRrRERY. OK, thanks.

Chairman THOMAS. Does the gentlewoman from Florida wish to
inquire?

Ms. THURMAN. It is amazing how quickly you become Ranking
Member in these Committees. [Laughter.]

Chairman THOMAS. As long as it stops there, I am comfortable.
[Laughter.]

Ms. THURMAN. I kind of like that, Mr. Chairman.

Actually, I just want to ask a couple of questions, because in
some of your remarks or in our booklet here, you talked about some
of the issues that the President has put in his budget that you
think might strengthen. Have you looked at those, and can you
comment on any of those issues?

Mr. ScANLON. We have looked at what I would call the outlines
of these proposals, because the details are not there. In many ways,
the proposals address some of the issues that we have encountered
in our interviews at HCFA and also in our work on other portions
of HCFA’s activities over the year.

Getting this agency to be more flexible, to be more accountable,
to focus on productivity, are things that are very important. We
think that the proposals relative to personnel and to bringing in
outside management experts to provide them with advice are
aimed in that direction.

HCFA’s relationship with its contractors has been problematic,
and there is the potential that, with the right set of reforms, this
relationship could improve. Therefore, the idea of contractor reform
iis soriaething generically we may support; the devil would be in the

etails.

The idea of HCFA focusing on the management of the program
may relate to its relationship to the Department. HCFA has often
engaged a major portion of its time on policy initiatives versus pro-
gram management. It really needs a focus on program manage-
ment for the program to work effectively, and we are hoping that
this foucs is something else that emerges from these reform pro-
posals.

Ms. THURMAN. You mentioned that they needed maybe to bring
in some outside management. Is that where this issue of potential
higher salaries is coming from? I am not

Mr. ScANLON. Well, it is, I think, in two ways: one is the issue
of potential higher salaries, because, frankly, HCFA would like to
attract individuals with operations expertise, particularly from the
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managed care area, who could assist them in doing things like de-
signing the Medicare Plus Choice requirements and being able to
take into account truly what it is like to operate a managed care
organization. Frankly, those individuals are valuable in the private
sector, so to woo them away for government may take additional
dollars.

The second activity is bringing in an advisory panel made up,
perhaps, of CEOs of private companies—insurance companies as
well as, perhaps, some other kinds of service companies—that could
talk about the way they structured their successful organizations
and what lessons might be applicable to government. That activity,
if it is going to be useful, will have to take into account the unique
aspects of a governmental agency as opposed to a private sector
company.

Ms. THURMAN. OK, thank you.

Mr. ScANLON. Thank you.

Chairman THoOMAS. Any additional questions? Thank you very
much.

Mr. ScANLON. Thank you.

Chairman THOMAS. Same time next year. [Laughter.]

Could we now ask for the third panel consisting of Barbara
Gagel, chairman of the Anthem Alliance in Indianapolis, Indiana
on behalf of the Blues; Ned Boston, from the Wisconsin Physicians
Service Insurance Corp., and David Bryan, vice president of EDS
Health Care Senior Markets in Plano, TX.

Thank you very much. The written testimony that you have pro-
vided us with will be made a part of the record, without objection.
Ms. Gagel, we will just start with you; we will move across the
panel, and thank you very much for coming, and we look forward
to your testimony.

STATEMENT OF BARBARA GAGEL, CHAIRMAN, ANTHEM ALLI-
ANCE HEALTH INSURANCE COMPANY, ANTHEM BLUE CROSS
AND BLUE SHIELD, INDIANAPOLIS, INDIANA, AND BLUE
CROSS AND BLUE SHIELD ASSOCIATION

Ms. GAGEL. Thank you very much for inviting us. I am pleased
to be here today. For more than 30 years, Blue Cross Blue Shield
plans have partnered with the Government to handle the day-to-
day work of paying Medicare claims accurately and timely. We are
extremely proud of our role as Medicare contractors.

Contractors have several traits: one is that they are cost-effec-
tive, operating on administrative budgets that today represent only
approximately 1 percent of Medicare benefit payments; contractors
are efficient, having a track record of quickly and accurately imple-
menting major programmatic changes under extremely tight time-
frames, and, importantly, Medicare contractors very aggressively
pursue Medicare fraud and abuse. As you have heard this after-
noon, the extra funds provided by this Committee for the Medicare
Integrity Program are having excellent results. Yesterday, the HHS
Inspector General did report a 45-percent reduction in overpay-
ments since 1996.

Mr. Chairman, I would like to especially thank you for allowing
us the resources so that we can improve our performance in this
area.
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My testimony today will focus on three areas: first, is our
progress in assuring that the year 2000 computer adjustments are
made correctly and timely; second, why new Medicare contracting
legislation is unwise and could jeopardize our efforts to fight fraud
and abuse, and, third, the critical need for stable and adequate
funding for Medicare contractor operations.

Let me speak first to Y2K readiness. It is a top priority of Medi-
care contractors. We are making, as Mr. DeParle indicated, excel-
lent progress to ensure that Medicare payments are renovated and
tested for millennium compliance. We are working closely with
HCFA in this regard and have for at least the last 12 months now.
In my written testimony, I talk to you about the activities that are
under way at Anthem to assure that this will happen in our four
States. There is an immense amount of work that remains to be
done with regard to Y2K, although Medicare contractors, the ma-
jority of them, did certify to the adequacy of their systems at the
end of December of this year. It is very important to understand
that tremendous testing will continue to need to be done, as Mr.
Scanlon indicated, throughout 1999 to assure that claims will be
paid correctly in the year 2000.

Contractor reform we think is unnecessary and unwise at this
point in time. HCFA is again proposing legislation that would dra-
matically restructure the Medicare contracting process. This legis-
lation would permit HCFA to fragment the functions of current
contractors. We do not think we should be doing this at this point
in time. All Medicare contractor functions—and the primary func-
tions are claims processing, customer service, and fraud and abuse
activities—are linked and need to be integrated to be successful.
Separating the functions as HCFA intends to do, represents trouble
for Medicare contractor operations and particularly for the fraud
and abuse activities. Contractor functions are not autonomous, and
moving forward with contractor reform and the split-off of these
functions needs to be done very, very, very carefully to protect serv-
ices for Medicare beneficiaries going forward in the future.

Finally, let me point to the need for stable and adequate funding.
It is absolutely critical to the performance of Medicare contractors.
While the additional Medicare Integrity Program funding is help-
ing us to strengthen our efforts to fight fraud and abuse, the large
majority of contractor operations remains subject to the annual ap-
propriation process and the tight budget limits that apply to those
funds.

So, we have a very, very, very short time line always that we are
dealing with. We don’t have the opportunity as Medicare contrac-
tors—and HCFA, of course, doesn’t have the opportunity—to really
think and plan long range and make the kinds of investments in
the program that are necessary for it to be a top notch program.
So, we do need stable funding, and we look forward to working
with this Committee in ways to assure that there is stable funding
in the future. Thank you.

[The prepared statement follows:]
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Statement of Barbara Gagel, Chairman, Anthem Alliance Health Insurance
Company, Anthem Blue Cross and Blue Shield, Indianapolis, Indiana, and
Blue Cross and Blue Shield Association

Mr. Chairman and members of the committee, I am Barbara Gagel, Chairman of
Anthem Alliance Health Insurance Company, a subsidiary of Anthem Blue Cross
and Blue Shield. I am testifying on behalf of the Blue Cross and Blue Shield Asso-
ciation, the organization representing 52 independent Blue Cross and Blue Shield
Plans throughout the nation.

As a former contract officer at the Health Care Financing Administration (HCFA),
I am pleased to see that the agency has made improvements in managing the Medi-
care program. I appreciate the opportunity to testify before you today on this impor-
tant issue.

The Medicare program is administered through a successful partnership between
the private industry and HCFA. Since 1965, Blue Cross and Blue Shield Plans have
played a leading role in administering the program. They have contracted with the
federal government to handle much of the day-to-day work of paying Medicare
claims accurately and in a timely manner.

Nationally, Blue Cross and Blue Shield Plans process over 90 percent of Medicare
Part A claims and about 67 percent of all Part B claims. At Anthem, we process
about 18 million Part A claims and 37 million Part B claims each year.

RESPONSIBILITIES OF MEDICARE CONTRACTORS

Medicare Contractors have four major areas of responsibility:

1. Paying claims. Medicare contractors process all the bills for the traditional
Medicare fee-for-service program. In FY 2000, it is estimated that contractors will
process over 900 million claims, more than 3.5 million every working day.

2. Providing Beneficiary and Provider Customer Services. Contractors are the
main point of routine contact with the Medicare program for both beneficiaries and
providers. Contractors educate beneficiaries and providers about Medicare and re-
spond to about 40 million inquiries annually.

3. Handling Appeals for Payment. Contractors handled more than 7 million hear-
ings and appeals for reconsideration of initial determinations last year. In FY 2000,
HCFA expects the cost to process appeals and hearings to rise by ten percent.

4. Fighting Medicare fraud, waste and abuse. Contractors saved $8 billion in 1997,
yielding $17 in Medicare savings for every $1 invested from activities to review
claims, to assure services are medically necessary, and to detect possible fraud and
abuse.

Medicare contractors successfully have met many significant challenges during
this thirty-four year partnership. These include:

¢ Handling a dramatic increase in workload that has grown from 61 million
claims in 1970 to an estimated 935 million in 1999.

¢ Quickly implementing major programmatic changes under extremely tight time-
frames, such as the institution and refinement of the Medicare prospective payment
system for hospitals, the physician resource-based relative value payment system,
and several payment system changes required by the Balanced Budget Act of 1997.

We are very proud of our role as Medicare administrators and our record of effi-
ciency and cost effectiveness for the federal government. In 1998, contractors’ ad-
ministrative costs represented less than 1 percent of total Medicare benefits. While
workloads have increased dramatically, operating costs—on a unit cost basis—have
declined about two-thirds from 1975 to 1998.

My testimony today focuses on three areas:

I. Progress on our current major challenge: assuring that Year 2000 computer ad-
justments are timely and accurate;

II. Why new contracting legislation is unnecessary; and

III. The critical need for stable and adequate funding to assure the efficient ad-
ministration of Medicare.

I. PROGRESS ON EFFORTS TO ASSURE YEAR 2000 READINESS

Year 2000 readiness is a top priority for Medicare contractors. Medicare contrac-
tors are making excellent progress to ensure Medicare payment systems are ren-
ovated and tested for millenium compliance. HCFA has reported that as of Decem-
ber 31, 1998, 57 of the 78 contractors and shared systems self-certified without sig-
nificant qualifications. Most of the remaining contractors are on target to self-certify
by March 31, 1999, without significant qualifications.
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Contractors are now working to complete their testing and to finalize contingency
plans. In addition, contractors are focusing on readiness preparation of the provider
communities.

Although there is still much to be done, significant and steady progress has been
made. We are confident that contractors will be ready and that claims will be paid
properly on January 1, 2000.

Let me describe for you the efforts my company has made to become ready: We
began planning for Y2K renovation in 1996 with the goal of paying or denying Medi-
care claims correctly on and after January 1, 2000. By December 31, 1998, we had
inventoried software and hardware, reviewed the LAN and WAN environments, as-
sessed millions of lines of code, renovated code, retired modules, upgraded hardware
to make it Y2K compliant, tested each module, and established a simulated produc-
tion environment.

We then ran test cases—test claims—through the entire claims processing system
to ensure that the system processes the claims, with the same result, both before
and after the Y2K renovation. This is a full simulation of production. We want to
be sure that all steps in the process are capable of supporting business after 2000.
We tested 11,403 claims using eight different dates that spanned late December
1999 to early January 2000, and February 28 through March 1, 2000. Based on the
results of these tests, we were able to certify Y2K compliance to HCFA as of Decem-
ber 31, 1998.

Even with this certification, much remains to be done in 1999. We will continue
our integration testing, and plan to test 50,000 claims and recertify compliance to
HCFA by November 1, 1999. It is critically important that all changes from HCFA
be completely tested. We will engage providers who submit bills electronically in
“end to end testing,” to assure that providers can submit claims to us, and that we
can receive them and provide a remittance advice. And, importantly, although we
don’t expect failure, we are developing and testing contingency plans for all mission
critical applications and business partners.

We have 25 people devoted full-time to the Y2K project. An additional 50 people
supported Y2K testing in 1998 on a part-time basis. These numbers will increase
to 145 people as recertification testing and contingency planning testing and re-
hearsals reach intense levels in mid-1999.

BCBSA Efforts with HCFA to Ensure Compliance

BCBSA and Medicare contractors have been working closely with HCFA on com-
pliance issues. Last year, BCBSA worked with HCFA to find an agreeable contract
amendment related to Year 2000 compliance. In addition, we worked with HCFA
to develop a formal process to assure regular communication on Y2K issues. In re-
sponse to a BCBSA recommendation, HCFA established a steering committee
chaired by HCFA’s chief information officer and vice-chaired by BCBSA.

I serve on this steering committee. Let me briefly describe the significant areas
that are being addressed by the committee:

1. Progress Measurement—Monitors the progress of individual contractors and
contractors as a whole.

2. Critical Path—Identifies necessary activities, risk points, and key assumptions
for Year 2000 compliance.

3. Provider Relations—Informs providers about Year 2000 issues and provides
training.

4. Common Testing Protocols—Develops testing procedures.

5. Contingency Planning—Determines processes and time frames for paying pro-
viders if mission critical systems are not Year 2000 compliant.

6. Resource Allocation—Defines standard definitions for Year 2000 activities and
estimates costs.

Very good progress is being made. As an example, the Contingency Planning
group has developed a protocol that is supported by a comprehensive planning tem-
plate applicable to any mission critical risk a Medicare contractor might identify in
its operations. While contractors are already developing contingency plans, the work
group’s combined input into development of this protocol has produced a tool that
can add significant value to this process and produce uniform planning documenta-
tion.

Beyond the specific products, operation of the steering committee has facilitated
very constructive and useful dialogue between contractors and HCFA about Year
2000 compliance. The committee has met with the HCFA administrator and meets
monthly with many of the agency’s key directors and other top management staff.
We look forward to continuing these cooperative efforts with HCFA.
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In reviewing the issues related to Year 2000 compliance, the committee should be
aware of three additional issues that have made Year 2000 readiness activities even
more challenging:

¢ Significant Change in Direction. Originally, many of the system changes that
were necessary for readiness would have been accomplished by the conversion of all
Medicare contractors to the Medicare Transaction System (MTS). As you know, the
MTS initiative was dropped in 1997. As a result, contractors have been required to
make significant changes that, in the absence of the MTS initiative, they would
have been working on for a long time.

e Transition to New Standard Systems. Instead of converting to the MTS system,
HCFA had directed contractors to transition to a single Part A and a single Part
B system. In some cases, this conversion to different systems would have diluted
experienced contract and HCFA staff from focusing on critical millenium readiness
activities. As a result, HCFA approved a request by several contractors to delay
transition requirements so they could focus on Year 2000 issues.

e Numerous and Broad Programmatic Demands. HCFA already has said that it
will not be able to implement all of the BBA requirements because of the need to
concentrate on Year 2000 efforts. We continue to recommend to HCFA that as many
non-Year 2000 system changes as possible should be removed from contractor work-
loa((lis so that experienced technical resources can be devoted to assuring Year 2000
readiness.

II. CONTRACTOR REFORM IS NOT NECESSARY

HCFA’s FY 2000 budget once again includes a legislative proposal to dramatically
restructure the Medicare contracting process. This effort to make broad changes in
contract authority is not a new initiative. For several years, HCFA has been seeking
contractor reform legislation that would give HCFA broad authority to fragment the
functions of current contractors. While we have not yet seen the details of this cur-
rent proposal, our understanding is that it is similar to previous legislation.

We believe that contractor reform provisions are unwise and unnecessary for the
following reasons:

1. It could jeopardize services to beneficiaries and providers. HCFA’s proposal
would eliminate the requirement that Medicare contractors have experience working
with the Medicare program and would not even require that entities be familiar
with health claims processing. Allowing HCFA to contract with organizations unfa-
miliar with Medicare’s intricate payment methodologies could reduce payment accu-
racy, delay payments to providers, and reduce the quality of service providers and
beneficiaries expect.

2. It could undermine HCFA’s efforts to administer its other initiatives effectively.
Potentially, HCFA would have to manage many new contracts for claims processing
services with entities unfamiliar with Medicare. These new contracts would require
strict management by HCFA at a time when HCFA has many other new respon-
sibilities, including BBA and HIPAA. With these other large workloads, we believe
the agency does not have the resources, staff, or expertise to implement this type
of new procurement activity.

3. It is based on the flawed Medicare Integrity Program. HCFA has just begun to
implement the new contracting provisions for the Medicare Integrity Program
(MIP). As of yet, no contracts have been awarded. Further authority for HCFA to
significantly revise contracting relationships is premature. Moreover, we believe
that HCFA’s strategy to split the MIP functions from the Program Management
(PM) functions in Medicare is flawed. Due to the historical and functional integra-
tion of claims processing, customer service, and fraud and abuse activities, sepa-
rating PM and MIP functions represents potential trouble for future fraud and
abuse detection. PM and MIP are not autonomous services, and require constant co-
ordination and communication in a rapidly changing Medicare program.

4. It would place Medicare contractors under legislative constraints that exceed
other government contractors. The legislation eliminates the requirement that HCFA
pay termination costs to contractors that leave the Medicare program. This provi-
sion would make Medicare contracts different than any other type of government
contract, including defense contracts. The Federal Acquisition Regulations (FAR) re-
quire that the government pay contractors reasonable termination costs. There is no
basis to treat Medicare contractors differently.

5. HCFA’s proposals could impede contractors’ progress to become Y2K ready. At
this point, HCFA’s proposal would not improve the Year 2000 problem, and, in fact,
could make it much worse. Contractors unfamiliar with the Medicare program
would have the added burden of having to learn its extremely complex rules and
regulations while simultaneously working to achieve millenium readiness. Moreover,
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the testing requirements for contractor certification are extremely complex given the
number of links contractors have with external systems (e.g., HCFA, banks, pro-
viders, etc.). It is highly unlikely that HCFA would be able to identify a new con-
tractor that could meet the certification requirements.

Finally, contractor reform is unnecessary to ensure the quality of Medicare con-
tractors. HCFA currently has the authority to replace or terminate contractors for
poor performance.

HCFA has marketed this proposal as increasing cost effectiveness of contractor
operations. However, this legislation has no positive effect on the budget. It does not
reduce expenditures for Medicare contractors. More importantly, inexperienced con-
tractors could potentially harm the trust funds by increasing improper payments.

Success in Medicare claims administration requires that HCFA and the contrac-
tors work together toward their mutual goal of accurate and timely claims payment.
This partnership should extend to planning the future of Medicare contract adminis-
tration. We believe the most effective manner to proceed in strengthening Medicare
administration is to raise performance standards, aggressively enforce them, and
terminate the contracts of those not performing at the required level.

III. STABLE AND ADEQUATE FUNDING IS CRITICAL

As Medicare’s first line of defense against fraud and abuse, Medicare contractors
require adequate funding in order to meet the demands of the program and to effec-
tively combat fraud and abuse.

The President’s FY 2000 budget proposes $1.27 billion for Medicare contractors,
virtually the same funding level as 1999. Of this total level, $93 million is depend-
ent on proposed new user fees from providers, which have previously been rejected
by this Subcommittee.

In addition, the President’s budget requests $150 million for HCFA millenium
readiness. It 1s unclear, at this point, how much of these proposed funds would be
made available for Medicare contractors’ Y2K needs.

We strongly support HCFA’s efforts to secure additional funding for Year 2000 ac-
tivities. However, we are extremely concerned that HCFA’s budget once again puts
the effective administration of Medicare at risk by relying on proposed user fees to
fund contractor activities.

Moreover, additional funds will be needed to cover a significantly greater work-
load next year, including:

¢ Implementing BBA provisions, including new prospective payment systems for
inpatient rehabilitation facilities and outpatient hospital care.

* Implementing HIPAA administrative simplification provisions, including the na-
tional payer identifier initiative and the development of transaction and security
standards for electronic processing of claims.

Adequate funding is critical to maintain anti-fraud efforts and to prevent further
service reductions to beneficiaries and providers. An independent study commis-
sioned by BCBSA last year indicates that contractor funding will be significantly
strained by the increased anti-fraud and abuse detection efforts under the newly en-
acted MIP. The report shows that every 10 percent increase in MIP funding will
result in a $13 million increase in contractor costs due to increased appeals, inquir-
ies, and hearings.

Additionally, a letter published in a recent Health Affairs journal, signed by 14
health policy experts, stressed the need for more Medicare administrative funding.
Specifically, the letter stated that “HCFA’s ability to provide assistance to bene-
ficiaries, monitor the quality of provider services, and protect against fraud and
abuse has been increasingly compromised by the failure to provide the agency with
adequate administrative resources.”

We believe that finding a reliable and stable funding source for Medicare contrac-
tors is critical. In the President’s budget, HCFA indicated a willingness to explore
alternative funding options for Medicare administrative activities. We support
HCFA’s efforts and would like to work with HCFA and Congress to move toward
a stable and reliable funding source.

CONCLUSION

Let me reiterate that Medicare contractors are working diligently to become
millenium ready. This is a monumental task, and we will face a number of chal-
lenges along the way. Medicare contractors are committed to meeting these chal-
lenges just as they have done in the past.

Congress should reject HCFA’s request to legislate far-reaching changes to the
Medicare contractor program. Contractor reform raises fundamental issues and im-
plications for the Medicare program. In fact, contractor reform would introduce
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change, confusion, and diversion of resources at a time when experience and focus
is important. Alternatively, HCFA should tell contractors exactly what standards
they want contractors to meet. Let contractors meet these standards; otherwise,
HCFA can terminate our contracts.

Finally, given the importance of Medicare to its beneficiaries, providers, and the
nations’ economy, it is critical that the administrative resources necessary to man-
age the program effectively be provided.

Chairman THOMAS. Thank you very much. Mr. Boston, I thank
you for what I consider to be unusually candid written testimony
provided for this Subcommittee and look forward to your oral testi-
mony.

STATEMENT OF NED BOSTON, VICE PRESIDENT FOR MEDI-
CARE, WISCONSIN PHYSICIANS SERVICE INSURANCE COR-
PORATION, AND MEDICARE ADMINISTRATION COMMITTEE

Mr. BosTON. Thank you, Mr. Chairman. My name is Ned Boston.
I am vice president for Medicare with Wisconsin Physicians Service
Insurance Corp. in Madison, Wisconsin. WPS is the Medicare Part
B carrier for the States of Wisconsin, Michigan, and Illinois.

At the moment, WPS is Medicare’s largest carrier and will proc-
ess approximately 70 million claims this year. To give you a pro-
spective on that, WPS will process this each minute of each work-
ing day this year over 500 health care claims, and that ties to what
Ms. Gagel was talking about a little bit ago about the intricate and
interrelated nature of the kinds of systems that we administer.

I am appearing today on behalf of the nine commercial insurance
companies that comprise the Medicare Administration Committee.
Our members serve Medicare as carriers, intermediaries, and re-
gional durable medical equipment carriers. In fiscal year 1998, our
members processed 258 million Medicare claims. My testimony will
focus on a few limited areas and amplify some things that were in
my written testimony.

My first and foremost concern I want to express to the Sub-
committee is in the area of year 2000 readiness. If we, as contrac-
tors, and HCFA fail to achieve Y2K readiness, the orderly proc-
essing of 900 million claims on behalf of Medicare beneficiaries
could grind to a halt. Both the Agency and its contractors are and
have been hard at work on the modifications and testing that will
assure that we are ready for the millennium. The professional staff
at our carriers and intermediaries have been devoting thousands of
hours of overtime to getting the job done while pursuing all of their
regular job functions processing Medicare claims.

HCFA has pushed its contractors very hard to modify and suc-
cessfully test their systems. We are confident that if the current
rate of progress continues, there will be few, if any, Y2K problems
in the Medicare Program itself. We are, however, vitally concerned
about the progress we see from those health care organizations who
are billing the Medicare Program.

Contractors first brought Y2K concerns to HCFA’s attention
more than 4 years ago, but the problem had to compete with other
priorities and, as you have heard earlier, with the thought that the
Medicare Transaction System might solve all these issues. As con-
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tinued analysis of the scope and implications of Y2K has height-
ened everyone’s understanding and the immensity of the problem,
HCFA has accorded it the highest priority in its management of its
multiple responsibilities. From the perspective of carriers and
intermediaries, the greatest problems have been finding and re-
taining expert staff to do the kind of work necessary to fix the sys-
tems. We are very pleased that in this effort there has been suffi-
cient financial support from the Congress and from HCFA that
have allowed us to do this.

Despite an occasional frustration we have experienced with
HCFA over some of the details, we are going to be ready. However,
just because we have certified that we are ready for Y2K as of this
date, doesn’t mean that we do not have a very busy year in front
of us in 1999. We must spend this year completing our contingency
planning for what happens if something is not available. What hap-
pens if the electrical power doesn’t work? What happens if major
health care delivery systems are not able to submit bills? There are
many factors that could affect us.

My message to you would be that what we need in 1999 is a sta-
ble Medicare Program with very few changes that we need to im-
plement so that we can concentrate on recertifying, retesting, and
testing again to make sure that we are prepared for the millen-
nium. If we try to implement a great rate of change in this cal-
endar year, we could jeopardize our readiness.

Let me spend just a minute talking about the Medicare Integrity
Program. Our Committee supports the cautious and incremental
approach that HCFA is taking in its Medicare implementation pro-
gram strategy. If carried forward, this program would involve
transitioning huge workloads to new contractors. Although HCFA
has some experience with these transitions, they have not always
been successful. Some of the new contractors may not have had
prior Medicare experience. We believe it is wise to start on a small
scale and incorporate the experience gained in each successive ex-
pansion of the program. The incremental approach may be the
largest lesson that we have learned from the Medicare transaction
system; sometimes, the big bang theory simply doesn’t work.

It is important to note that the contractors are continuing to per-
form fraud and abuse activities while this new program is getting
ready, and despite the intended stable funding for these activities,
some contractors, including WPS, received less this year for fraud
and abuse activities than we received in the last fiscal year. We are
trying to do everything we can within those funds to make sure
that we complete our obligations to the program.

And, finally, addressing for a moment contractor reform—and the
work reform is one that we find difficult. We believe what HCFA
is seeking is simply a different way of contracting for the adminis-
tration of the program. Reform to me indicates a need for a change;
we believe HCFA wants a change. We believe HCFA has a great
many powers that they have not necessarily used in the area of
competitive procurements and on other than cost reimbursement
basis. We would certainly be willing to work with HCFA on those
things, but we caution, again, that a slow incremental approach be
used. We are processing 900 million claims on behalf of almost 40
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million beneficiaries. Any change to the system needs to be very,
very carefully considered.

Mr. Chairman, that concludes my oral testimony, and I would be
delighted to answer any questions the Committee may have.

[The prepared statement of Mr. Boston follows:]

Statement of Ned Boston, Vice President for Medicare, Wisconsin Physi-
cians Service Insurance Corporation, and Medicare Administration Com-
mittee

Mr. Chairman, members of the Subcommittee, I am Ned Boston, Vice President
for Medicare of Wisconsin Physicians Service Insurance Corporation. My company
is the Medicare Part B carrier for the states of Wisconsin, Michigan and Illinois.
At the moment WPS is Medicare’s largest carrier. This Fiscal Year we expect to
process approximately 70 million claims for the Program.

I am appearing today on behalf of the nine insurance companies that comprise
the Medicare Administration Committee. Our members serve Medicare as carriers,
and/or intermediaries. Two of our members are also regional durable medical equip-
ment carriers (DMERCs). In Fiscal Year 1998, our members processed 258 million
Medicare claims.

We appreciate your invitation to appear today to discuss the management of the
Medicare Program.

My testimony will focus on five topics.

¢ Medicare Contractor readiness for the Year 2000;

¢ The Medicare Integrity Program,;

¢ Proposals to restructure or “reform” the administration of Medicare;

¢ Funding of Medicare contractor operations; and

* Why some Medicare carriers and intermediaries are leaving the program.

The past decade has been a difficult one for the Health Care Financing Adminis-
tration and for its Medicare contractors. While the agency has been formulating
strategies for the future of Medicare, the fee for service claims workload has grown
steadily. However, the funding, measured on a per claim basis, has declined. In ad-
dition, Congress has legislated numerous complex changes in both Part A and Part
B that have required considerable additional effort beyond the ongoing energy and
resources that go into processing over 3 million Medicare claims each working day.
While the growth of the Medicare + Choice portion of Medicare may someday reduce
the workloads of those of us involved in the fee-for-service segment of the program,
we have yet to see that happen. Based upon the constantly increasing number of
seniors and the limited number who have elected managed care, we believe that the
traditional Medicare fee-for-service program will exist for many more years.

YEAR 2000 READINESS

The fact that most computer systems in place in both government and the private
sector allow only two digits to be used to indicate a year means that computers are
not able to distinguish between dates in the 20th and 21st century. This simple
problem has amazingly complex and calamitous implications that, world-wide, are
costing billions of dollars to avoid. Equipment must be modernized, millions of lines
of computer programming must be thoroughly studied, the linkages with other pro-
gram segments must be traced, and corrections designed and implemented in order
to assure the smooth transition of business and government to the next century.

For HCFA, the number of contractors and the number of electronic data proc-
essing (EDP) systems affected by the Y2K problem constitute a major management
challenge. If we and HCFA fail to achieve Y2K readiness, the orderly processing of
900 million claims by more than 65 contractors on behalf of Medicare could grind
to a halt. Both the agency and its contractors are hard at work on the modifications
and testing that will assure that Medicare is Y2K ready. While becoming Y2K ready
is an expensive process, it should be noted that professional staff at carriers and
intermediaries have been devoting thousands of hours of overtime to getting the job
done, while also pursuing their ongoing Medicare duties.

HCFA pushed its contractors very hard to modify and successfully test their sys-
tems for Y2K by the end of 1998. The vast majority of contractors did meet the De-
cember 31, 1998, deadline with regard to their mission-critical information proc-
essing systems. The few that were not able to document their full compliance with
HCFA’s guidelines at the end of last year are expected to be fully ready by the end
of March, which is the government-wide deadline for achieving that status. The co-
operative effort between HCFA and its contractors has achieved an immense
amount of progress over the past six months. We are confident that if the current
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rate of progress continues, there will be few if any Y2K problems in the Medicare
program, itself. We are, however, vitally concerned about the progress we see from
those health care organizations billing the Medicare program.

Looking back, it is fair to say that HCFA and its contractors got off to a slow start
on Y2K. Contractors first brought their Y2K concerns to HCFA’s attention more
than four years ago, but the problem had to compete for priority with many other
important projects for which HCFA is also responsible. As continued analysis of the
scope and implications of Y2K has heightened everyone’s understanding of the im-
mensity of the problem, HCFA has accorded it the highest priority in the manage-
ment of its multiple responsibilities.

The initial response from HCFA concerning Y2K was that virtually all Medicare
EDP systems would be replaced by the Medicare Transaction System (MTS) which
was then under development. The MTS would be Y2K compliant, and, since it would
be in place before the end of the century, it would take care of the Y2K problems
that concerned contractors.

In late 1996, HCFA came to the realization that it would not be possible to re-
place all existing systems in one massive transition to MTS. It abandoned the “big
bang” approach and instead adopted an incremental strategy for modernizing Medi-
care’s claims processing and data management functions. Later, when HCFA ac-
knowledged that the MTS initiative had failed to progress as hoped and shut the
project down, it decided to move all carriers and intermediaries to standard core
EDP systems, one each for Part A, Part B and durable medical equipment, as a
transitional step toward realizing some of the goals of MTS.

HCFA planned to move its carriers and intermediaries to the standard claims
processing systems incrementally over a two year period. However, for nearly all
contractors, the standard systems conversions required the efforts of the same ex-
pert personnel that were needed for Y2K. It took awhile for HCFA to accept that
both jobs could not be accomplished simultaneously within the time frames they had
set. Once they became convinced, they modified their standard systems conversion
schedules to give precedence to Y2K. They also cut back on the issuance of routine
system updates that tended to interfere with Y2K work, although those updates still
have not been entirely eliminated.

Despite some initial uncertainty about financing, getting the money to pay for
Y2K renovations and testing has not proven to be a big problem. From the perspec-
tive of carriers and intermediaries, the greatest problems have been finding and re-
taining scarce expert staff to do the work, and getting the necessary guidance and
approval from HCFA that is required for work to proceed within an increasingly
tight time frame. Despite the occasional frustrations we have experienced with
HCFA over some details of the Y2K effort and over trying to conform with detailed
agency guidelines that keep changing, we believe that the agency deserves a lot of
credit for planning and defining the complex work to be done and for its coordina-
tion of the efforts of so many contractors. HCFA has achieved a great deal of
progress in a short period of time.

We realize that, in giving singular priority to making Medicare Y2K ready, HCFA
has postponed a number of other very important projects mandated by Congress.
While we contractors do not wish to second guess the agency’s judgments about
which projects should proceed and which should be postponed, we do support the
Administrator’s decision to make Y2K readiness HCFA’s singular top priority. The
chaos produced by a collapse of Medicare’s information, claims processing and pay-
ment systems surely would be far more damaging to the Medicare program’s bene-
ficiaries and partners than the delay that Y2K has caused in other HCFA projects
from which the program will eventually benefit.

MEDICARE INTEGRITY PROGRAM

Despite all of the attention being devoted to Y2K, HCFA is proceeding in a delib-
erate manner toward implementation of the Medicare Integrity Program (MIP) man-
dated by the Health Insurance Portability and Accountability Act (HIPAA). It has
received and is now evaluating bids received from potential program safeguard con-
tractors and has just issued an RFP for a coordination of benefits contractor. An
RFP has not yet been issued for a statistical analysis contractor.

Under HCFA’s strategy, the work performed by MIP contractors will be integrated
with that performed by carriers and intermediaries employing the standard Part A,
B and DME systems that I mentioned earlier. While HCFA intends to implement
the MIP program incrementally, eventually it will greatly reduce the number of con-
tractors performing audits, medical reviews, and fraud investigations.

Our committee supports the cautious, incremental approach that HCFA is taking
in its MIP implementation strategy. The evolution of this program will involve the
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transitioning of huge workloads to new contractors. HCFA has gained considerable
experience in contractor transitions, but they have not always gone smoothly. Since
some of the new MIP program safeguard contractors HCFA selects may not have
prior Medicare experience, we believe it is wise to start on a small scale and incor-
porate the experience gained in each successive expansion of the program. This may
be one of the major lessons learned from the MTS initiative.

Many current carriers and intermediaries decided not to bid for the role of MIP
program safeguard prime contractor—though some did and several others may serve
as subcontractors. All contractors, whether they decided to bid or not, had several
concerns with the procurement.

First, despite a great deal of detail provided by the RFP, it left many questions
unanswered. For example, it did not specify the scope of the workload to be awarded
or the geographic areas to be served. Some potential bidders were reluctant to enter
a commitment lacking that information.

Second, the commitment of the government to indemnify MIP contractors for law-
suits resulting from their fraud and abuse activities offers less protection than is
currently afforded to carriers and intermediaries under their existing contracts. This
was a significant factor in evaluating the economic risk of being an MIP con-
tractor—particularly so for contractors who have experienced the disruption and ex-
pense of litigation with parties being diligently investigated for fraud and abuse.

Third, the MIP contracts will not guarantee contractors termination costs. This
is a point discussed in more detail a little later in this statement.

Fourth, many companies that were approached as potential MIP partners were
reluctant to get involved because of their need to devote all of their available re-
sources to getting ready for the Year 2000.

Fifth, the trend of funding for overall Medicare operations during the past decade
caused some potential bidders to doubt that the MIP initiative will be funded at a
level sufficient to produce the quality and quantity of work that needs to be done.

On this last point, it is worth noting that while the MIP contracting program is
getting underway, carriers and intermediaries are still performing program safe-
guard activities. Despite the intended stable funding for those activities specified in
HIPAA, some contractors have experienced significant cuts in the program safe-
guard segment of their budgets. In addition to conducting their own program safe-
guard activities with lower funding, they are also having to devote a very substan-
tial portion of their limited capacity to providing support for investigations being
conducted by the Office of the Inspector General and the Federal Bureau of Inves-
tigations.

Many carriers and intermediaries are concerned that in the end it will be difficult
to prove whether the restructuring of Medicare administration under MIP will real-
ly enhance the fight against fraud and abuse. The gradual implementation of MIP
could provide an opportunity for an ongoing comparative evaluation between the
performance of the MIP model and an adequately funded and better-tuned version
of program safeguards as they are now conducted by carriers and intermediaries.

As a final comment on the Medicare Integrity Program, we would like to rec-
ommend to the Subcommittee, and everyone interested in controlling health care
fraud, a research brief just released by the National Institute of Justice, U.S. De-
partment of Justice. Entitled “Fraud Control in the Health Care Industry: Assessing
the State of the Art,” this thoughtful review of fraud controls suggests to us the
need for rethinking the MIP strategy. This is not to say that MIP should be discon-
tinued, but rather that its heavy reliance on highly automated, large volume, EDP
techniques to effectively control fraud is likely to produce disappointing results. A
more balanced approach may be advisable.

CONTRACTOR REFORM

For several years the Administration has been recommending that Congress enact
its “contractor reform” proposal—an amendment to the Medicare law that would
allow it to restructure its contracting process and drastically reconfigure the admin-
istrative structure of the program. Among the changes proposed are:

¢ opening the carrier and intermediary functions to non-insurance companies and
awarding all contracts on a competitive basis, but not fully complying with the Fed-
eral Acquisition Regulations that other agencies must use;

¢ removing all statutory restrictions on how various functions now conducted by
carriers and intermediaries are clustered;

* abandoning the cost-reimbursement method of contracting; and

* removing the present law requirement that contractors that leave the Medicare
program shall be reimbursed for their termination costs.
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The “Contractor Reform” contemplated by this proposal is really just a different
way of contracting. The argument that contracting reforms are urgently needed in
order to permit Medicare to be restructured to meet the challenges of the 21st cen-
tury, is, to us, something of a red herring.

In the administration of the Medicare program, HCFA already has the power to
conduct competitive procurements, but has seldom chosen to exercise that power. It
also has authority to contract on an other-than-cost-reimbursement basis, but has
been very tentative about doing so.

It is true that when Congress enacted Medicare, it specified that the carrier and
intermediary roles were to be performed by health insurance companies. We under-
stand that this was a political decision made in 1965 to satisfy concerns expressed
by providers of care and the public about having their health care administered di-
rectly by the government. Health insurers were specified because they represented
an experienced, qualified buffer between the government and the health care sys-
tem.

In fact, the health insurer requirement is not much of a barrier to competition.
An entity that wants to be a carrier or intermediary merely needs to set up a health
insurance subsidiary, or acquire one. Medicare currently has contractors that have
followed that route. Having said that, the members of our Committee really have
no fundamental objection to opening Medicare to non-insurers, provided the com-
petition is conducted fairly, based upon the demonstrated capacity of bidders to per-
form the work required.

In general, carriers and intermediaries want to work for Medicare on a for-profit
basis. However, we are concerned whether HCFA and its contractors are ready to
deal with a fixed-price contract environment in which every substantial operational
change would require the negotiation of a contract amendment or formal change
order that has to be paid for.

With respect to breaking up the many functions now performed by each carrier
and intermediary and packaging them differently with other entities, it should be
noted that that is exactly what Congress has authorized for program safeguard ac-
tivities under the Medicare Integrity Program. We suggest that it would be prudent
to wait and evaluate the results of MIP before granting HCFA similar latitude with
regard to contractor program management functions.

Under current law, Medicare carriers and intermediaries are entitled to recover
their termination costs if they cease to be carriers or intermediaries. The rationale
for this provision is that under their cost-reimbursement contracts carriers and
intermediaries do not make a profit, nor are they allowed to fund a reserve for the
eventual cost of terminated employees. Should they terminate their Medicare con-
tracts and lay off employees, they would be expected to treat those employees the
same as if they worked in other divisions of their companies. Yet, those other cor-
porate divisions, which are not limited by government cost-reimbursement contracts,
can fund reserves for termination costs as an ongoing expense of doing business. In
order to correct this disadvantage under long-term cost-reimbursement contracts,
the law provides for Medicare carriers and intermediaries to recover their termi-
nation costs.

As I mentioned previously, carriers and intermediaries, generally, would like to
operate under for-profit contracts. If they had been operating under for-profit con-
tracts for the past three decades, there would be no need for special treatment of
termination costs.

FUNDING OF CARRIER AND INTERMEDIARY OPERATIONS

Medicare carriers and intermediaries are proud of their record of steadily increas-
ing productivity. Next fiscal year, they will process more than 900 million claims,
provide customer service to over 35 million Medicare beneficiaries and hundreds of
thousands of providers of care, support numerous IG and FBI investigations, and
handle an increased workload of appeals, inquiries and hearings being generated by
our own intensified campaign against fraud and abuse. Once the Y2K crisis is past,
we will also be involved in the implementation of numerous provisions of the Bal-
anced Budget Act of 1997.

In its funding request for the current fiscal year, the Administration took the un-
usual step of stating that, after several years of rising workloads and decreased
funding, Medicare contractor operations cannot be reduced further without jeopard-
izing the best interests of beneficiaries as well a providers and suppliers of care.
Yet, in its proposal for the Year 2000, the Administration has reduced the claims
processing budget by 8 percent, based upon a projected 1.1 percent reduction in
workload.
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Frankly, we are skeptical of the Administration’s claim that Medicare’s fee-for-
service claims workload will decrease in 2000 due to growth in the Medicare +
Choice program. We also doubt that the proposed overall increase of one third of
one percent in the contractor operations budget will provide adequate funding for
contractor operations.

The January issue of Health Affairs features an “Open Letter to Congress and the
Executive” which addresses the need to provide HCFA with adequate resources to
carry out its responsibilities. Speaking of the overall HCFA administrative budget,
of which contractor operations is a significant part, it states:

The latest report of the Medicare trustees points out that HCFA’s administra-
tive expenses represented only 1 percent of the outlays of the Hospital Insur-
ance trust fund and less than 2 percent of the Supplementary Medical Insur-
ance trust fund. In part, these low percentages reflect the rapid growth of the
denominator—Medicare expenditures. But, even accounting for Medicare’s
growth, no private insurer, after subtracting its marketing costs and profit,
would ever attempt to manage such large and complex insurance programs with
so small an administrative budget.

Finally, we are concerned that the Administration has predicated part of the fund-
ing of contractor operations upon collecting $93 million in user fees from providers
of care who submit paper claims or duplicate claims. These user fees were proposed
in the President’s Budget for the current fiscal year, but were not approved by the
Congress. Unfortunately, their inclusion in the FY 2000 proposal may only serve to
confuse the prospects for adequate funding of contractor operations, as it did last
year.

WHY CONTRACTORS ARE LEAVING MEDICARE

At present, there are more than 65 Medicare carriers and intermediaries. We un-
derstand that HCFA estimates that only about 15 are committed to remain over the
next few years. We have no idea whether HCFA’s estimate will prove true, but we
do know that unless the Medicare contracting environment improves significantly
, more contractors are sure to leave. The task of finding replacement contractors and
transferring workload to them without disruptions in service to beneficiaries and
providers will present HCFA with significant management problems.

HCFA has made no secret of the fact that it wants fewer contractors. Those who
want to stay in the program will have to expand. Those who do not regard Medicare
as a promising line of business will leave.

Medicare offers no opportunity for contractors to make a profit on their work. The
one financial benefit it does offer is that it helps pay its share of corporate overhead.
If work is transferred away from contractors, Medicare’s contribution to overhead
is reduced. Eventually, the decreasing corporate financial benefit derived from par-
ticipating in Medicare may be outweighed by the many challenges and risks that
go with being a contractor.

Some contractors have found that Medicare reimbursement of their operating
costs is so inadequate that, even with the program’s contribution to corporate over-
head, they are subsidizing Medicare operations. Once a thorough analysis of cor-
porate finances reveals this imbalance, a corporation must decide whether it can
balance the books by achieving economies of scale or whether there is some benefit
to beling a Medicare contractor that makes it worth paying the government for the
privilege.

Some contractor companies have elected to expand their insurance business to in-
clude Medicare managed care products. Rather than attempt to mitigate potential
conflicts of interest between the two lines of business—as provided for under the
Federal Acquisition Regulations—a few of these companies have elected to termi-
nate their carrier or intermediary contracts with HCFA.

There are two factors that may tend to delay a decision to quit the program. The
most important is loyalty to employees. Some departing contractors have been able
to spin off their entire Medicare operation to other ownership without any damage
to their employees. Others have been able to absorb their Medicare employees else-
where in the corporation. Until they were able to make these arrangements, they
endured the losses from doing business with Medicare.

A second factor is losing the prestige that contractors may derive from being asso-
ciated with a worthwhile federal social program. However, after years of struggling
with increasing Medicare workloads and decreasing resources, that factor, for some
contractors, has lost much of its appeal.

Finally, the recent imposition of civil and criminal penalties upon a few contrac-
tors has emphasized not only the need for effective internal programs to prevent
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fraud and abuse, but also the substantial financial risk associated with being a
Medicare contractor.

Contractors have all instituted vigorous compliance programs designed to help
prevent fraud and abuse from occurring within their Medicare operations. However,
should these programs reveal some fraudulent activity, they offer no guarantee
against penalties being imposed.

Earlier, I mentioned the issue of contractors recovering their termination costs if
they leave Medicare. If legislation that would eliminate that right of contractors be-
gins to move toward enactment, we would expect that action to trigger the rapid
departure of a number of contractors.

Mr. Chairman, members of the subcommittee, this concludes my prepared re-
marks on behalf of the Medicare Administration Committee. Thank you for inviting
us to appear today and share with you our concerns about the future of Medicare
administration. I will be glad to try to answer any questions you may have.

Chairman THOMAS. Thank you very much, Mr. Boston. Mr.
Bryan.

STATEMENT OF DAVID M. BRYAN, VICE PRESIDENT, EDS
HEALTH CARE SENIOR MARKETS, PLANO, TEXAS

Mr. BRYAN. Mr. Chairman and Members of the Committee, I am
Dave Bryan, vice president for EDS Health Care Services for Sen-
ior Markets as well as for our subsidiary, NHIC, which is a Medi-
care carrier. I thank you for your invitation to testify today.

EDS has served the Medicare and Medicaid Program for over 30
years, nearly since their inception. In 1999, we will process in ex-
cess of 100 million Part B claims; provide customer service and out-
reach services to 2.4 million beneficiaries and 77,000 providers. We
will provide data center services processing in excess of 170 million
Part B claims, and we will support HCFA’s standard Part B system
which operates today in 22 States and the District of Columbia.

We believe there are three management and contracting prin-
ciples that can help meet Medicare’s growing administrative de-
mands which will improve service and create better taxpayer value.
They are, No. 1, leveraging the Medicare Program’s administrative
resources to reduce the number of prime contractors to one-tenth
the number that exists today; No. 2, value purchasing for Medicare
Program management and administrative services must replace a
low-cost purchasing decision, and, No. 3, measurable accountability
based on objective performance criteria for both contractors and
oversight entities.

HCFA has communicated an administrative vision of consoli-
dating Medicare operations onto shared standard systems at fewer
sites conducted by a lower number of contractors. We concur with
HCFA'’s strategy and believe it is vitally important for the agency
to achieve this vision in order to continue its efforts to improve
management of the Medicare Program in a dynamic health care in-
dustry and for an unprecedented growth in the Medicare popu-
lation.

EDS’ software was competitively selected to process all Medicare
Part B claims as one of these shared systems. We strongly encour-
age a resumption of the agency’s transition to its standard systems.
In conjunction with the consolidation of system software, we are
also strongly encouraging the consolidation of the number of prime
contractors and data centers used to support the Medicare Program
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taking advantage of existing technology and market capabilities,
the Medicare Program can lower its cost, improve the consistency
of service, and reduce risk to the program by reducing both the
number of prime contractors and data processing centers to one-
tenth of that number existing today.

I am not speaking about a brave new world of tomorrow. This
environment can exist today with current market capabilities that
are ready to be leveraged to the benefit of the Medicare Program.
These reductions should be based on objective, quantifiable meas-
ures of performance for program managements tasks. It is essential
that HCFA define mission-driven, quantifiable performance meas-
ures that reflect its strategy and operational goals for the adminis-
tration of the Medicare Program. Such measures will ensure the
agency maximizes the value from its contracting arrangements and
will increase the agency’s confidence in the accountability of its
contractors based on expected results and not best efforts.

Clear expectations for contractors facilitate price competition, in-
crease innovation, and foster improvements within and among con-
tractors. HCFA’s purchasing strategies should capitalize on these
market incentives by moving away from cost-based contracting to
providing partners the financial incentives to bring the best market
innovations to bear on Medicare’s needs. In the competitive private
sector, best-in-class corporations are motivated by being recognized
and rewarded for the value they bring to their clients and not on
how much overhead expense we can allocate to a single contract.

Mr. Chairman, we, at EDS, understand and have keenly experi-
enced the challenge posed by the upcoming millennium change.
Preparing systems for the year 2000 has consumed an enormous
amount of time and resources and, quite honestly, slowed progress
toward realizing HCFA’s information technology goals. However, a
consolidated administrative environment will improve the agency’s
stance with regard to the year 2000 and reduce the risk to the pro-
gram. It is imperative that HCFA assess and identify in the first
quarter of 1999 which of its partners will or will not be prepared
to meet the responsibilities of the new millennium. Early identifica-
tion will allow those partners that are able to support HCFA to
have adequate time to effectively increase their assistance to the
agency. We believe this approach will attract the right partners to
support the Medicare Program and strengthen the program for
beneficiaries and taxpayers as it meets its future’s challenges.

Thank you again for the opportunity to testify before this Sub-
committee and share these perspectives. I look forward to answer-
ing any questions the Subcommittee may have.

[The prepared statement follows:]

Statement of David M. Bryan, Vice President, Health Care Senior
Markets, EDS, Plano, Texas

Mr. Chairman, members of the committee, I am Dave Bryan, Vice President for
EDS Health Care Senior Markets, including its subsidiary NHIC, a Medicare car-
rier. Thank you for your invitation to testify today and participate in the Health
subcommittee’s pursuit of a more effectively administered Medicare program. We
appreciate the opportunity to share our ideas for meeting Medicare’s expanding
challenges in such a dynamic health care and technological environment.

EDS has served the Medicare and Medicaid programs for over 30 years, nearly
since their inception. EDS’s corporate experience currently encompasses a broad
range of program management, information technology, and professional services.
We deliver these services directly to the Health Care Financing Administration
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(HCFA), to a wide array of the agency’s partners, including other Medicare contrac-
tors and States, and to the beneficiaries and providers served by the program. In
1999, as a Medicare Part B Carrier, NHIC will process over 100 million Part B
claims, as well as providing customer service and outreach services to 2.4 million
beneficiaries and 77,000 providers. EDS will provide data center services for over
170 million Part B claims and will support HCFA’s Standard Part B system, which
is currently installed and supporting Medicare beneficiaries and providers in 22
states and the District of Columbia. We understand the essential challenge facing
the stakeholders in the Medicare program: to improve services and outcomes within
limited resources.

HCFA requires contracting partners that understand and share the vision for
Medicare’s future as expressed by Congress and the agency. These partners must
be capable of delivering on dynamic future needs and able to objectively dem-
onstrate the attainment of defined goals. In today’s technological environment, the
current cost-based contracting arrangements impede the Medicare program and its
contractors from optimizing capabilities and flexibility to best serve beneficiaries
and taxpayers. We believe three management and contracting principles can help
meet Medicare’s growing administrative demands, with improved service, yet at a
better value for the taxpayer financed program. They are:

1. Leveraging the Medicare program’s administrative resources to reduce the
number of prime contractors to one-tenth of today’s number;

2. Value purchasing for Medicare program management and administrative serv-
ices replacing “low cost” purchasing decisions; and

3. Measurable accountability based on objective performance criteria for both con-
tractors and oversight entities.

LEVERAGING MEDICARE’S ADMINISTRATIVE RESOURCES

The administrative structure of the Medicare program has evolved over the past
three decades, a time of immense change in the health care industry, the informa-
tion technology environment, and the programmatic framework of the Medicare pro-
gram itself. Given the magnitude of these changes, the administrative infrastructure
of the Medicare program must be revisited to leverage what already exists in the
private sector. The administrative foundation for operating this large, complex, and
vital program should not be based on outdated assumptions or left to historical cir-
cumstance. Instead, the program’s infrastructure should be rationalized, and future
partners determined by the quality of their performance and demonstrable contribu-
tions to the program’s efficiency.

HCFA has crafted an Information Technology Architecture (ITA) vision for the
agency and its programs. An Information Technology Architecture ensures that
technology supports and enhances business (operational) needs and processes.
HCFA’s ITA vision includes:

¢ consolidation of replicated functions;

¢ “maneuverability” through greater modularity and standardized interfaces;

 greater focus on information, rather than data, to facilitate interactive program
analysis; and

¢ decision support based on reliable and consistent inputs.

EDS concurs with HCFA’s ITA vision and is assisting the agency in defining a
path to achieving its broad goals. To the extent possible within an environment of
significant legislative change and preparing for the new millennium, the agency has
taken strides in achieving this vision and continues to pursue elements of this
framework. We believe it is vitally important to achieve this vision in order to im-
prove the agency’s capacity to meet the challenges of an increasingly dynamic health
care industry and to be responsive to the program’s stakeholders.

In 1994, HCFA undertook a revision of the Medicare program’s administrative en-
vironment through its Medicare Transaction System initiative. This initiative
sought to build a single claims processing system for all Medicare claims, operating
in a significantly consolidated number of facilities. In November 1995, EDS testified
in support of the agency’s basic vision, while arguing for a flexible, phased approach,
based on the principles of risk management and return on investment for the pro-
gram. The agency eventually segmented its approach to the project, much in line
with EDS’s testimony, due to a host of challenges. However, the drive to achieve
the agency’s ultimate goal of consolidation was sidetracked for a number of reasons,
including preparing Medicare systems for the millennium change. It remains imper-
ative that HCFA return to its vision of consolidation for all the same reasons the
agency initially deemed this necessary to the sound administration of the Medicare
program.
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Part of HCFA’s segmented approach to consolidating Medicare’s administrative
infrastructure is the transition to standard, shared claims processing systems.
EDS’s claims processing software was competitively selected to process all Medicare
Part B claims as one of these standard, shared systems. We strongly encourage a
resumption of the agency’s transition to its selected shared systems. In conjunction
with the consolidation of system software, we also strongly encourage the consolida-
tion of the number of data centers used to support the Medicare program. Taking
advantage of existing technology and market capabilities, the Medicare program
could realize lower costs, greater operational efficiencies and consistency, and re-
duced risk by using one-tenth of the data centers currently being funded by the
agency. Additionally, existing technology, knowledge, and capabilities would allow
HCFA to reduce the number of Medicare Part B contractors to one-tenth of what
is being used today, creating even greater cost reductions, operational efficiencies,
and consistency in program administration. What I am speaking of is not a “brave
new world.” In fact, the environment I refer to exists today and is ready to be lever-
aged to benefit the Medicare program, reduce risk for the program, and improve the
service we provide to beneficiaries and other stakeholders across the nation.

Mr. Chairman, we understand and have keenly felt the challenge posed by the
upcoming millennium change. Preparing systems for the Year 2000 has consumed
an enormous amount of time and resources and slowed progress toward realizing
HCFA'’s information technology goals. However, a consolidated administrative envi-
ronment with well-prepared, committed partners will improve the agency’s stance
with regard to the Year 2000 and reduce the risks to the program. It is imperative
that HCFA assess and identify in the first quarter of 1999 which if its partners will
or will not be prepared to meet the responsibilities of the new millennium. Early
identification will allow those partners that can help HCFA achieve a smooth transi-
tion into the new millennium ample time to provide the agency this assistance.

There is no doubt that the health care and technology environments have changed
fundamentally over the past three decades, thereby demanding that a new and re-
vised skill set for managing the Medicare program be established. Legislative and
regulatory changes along with these industry trends have only increased the neces-
sity for more flexibility and agility in meeting Medicare’s administrative needs.
HCFA can capture economies of scale and access new sources of innovation and ex-
pertise by redefining its contracting partnerships. But partnerships for the new mil-
lennium must be based on specific capabilities and objective performance that meet
evolving program needs. It is incumbent upon HCFA to continue to: identify these
needs; seek assistance from industry leaders in developing fair performance criteria
for meeting these needs; objectively measure performance among all its contracting
partners; and foster open communication among all partners to share successes and
improve service across the Medicare program.

VALUE PURCHASING

Another essential principle in improving Medicare’s administrative effectiveness
involves purchasing decisions based on value rather than the short-term allure of
low cost. Low cost administrative purchasing practices can often create a higher
total cost to taxpayers and reduce the quality of services provided to beneficiaries
and other program stakeholders. Medicare’s program management expenditures
must be treated as public investments aimed at achieving clearly defined oper-
ational standards and outcomes. Administrative value must be defined by the qual-
ity of service delivery and the level of protection provided to the Medicare Trust
Funds, as well as by the unit cost of services. Cost-effectiveness is not driven solely
by price or unit costs, but also accounts for the efficacy of purchased services in ac-
complishing desired program outcomes. When the balance between cost and out-
comes is not attained, both the results and cost of the program lose taxpayer con-
fidence. When the balance is achieved, the program operates at the highest level of
efficiency.

We support HCFA’s stated goal to be a prudent purchaser of health care services
on behalf of the public. In the administrative area, prudent purchasing demands a
clear, objective expression of expectations and operational standards so that pro-
gram goals can be mutually understood and met by contractors. The application of
standards and measures must be consistent across time and geographic areas. With-
out such clarity and consistency, program management funds might be ineffectively
prioritized and misallocated toward competing needs, wasted in pursuit of undesired
ends, or overspent towards ends that are already met and exceeded but left
unmeasured.

Clear expectations for contractors facilitate price competition, increase innovation,
and foster improvements within and among contractors. The incentive for contrac-
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tors to expand their participation in the Medicare program drives them to meet and
surpass defined goals. Everyone involved with the program benefits from such com-
petition to grow business through better service and program savings. HCFA’s pur-
chasing strategies should capitalize on these market incentives to improve service,
increase efficiency, and expand program participation by moving away from cost-
based contracts to providing partners the financial incentives to bring the best mar-
ket innovations to bear on Medicare’s needs. In a cost-based contracting environ-
ment, only the government is motivated to find cost reductions. Cost-based con-
tracting insulates the Medicare program from the best technology and professional
services that industry has to offer in pursuit of higher productivity and higher rates
of return. In the competitive private sector, best-in-class corporations are motivated
by being recognized and rewarded for the value they bring their customers and not
how much overhead expense can be allocated to a single contract.

We are aware that Federal budget rules treat discretionary administrative and
entitlement benefit dollars differently. But the total amount of tax dollars available
to fund benefits can be significantly increased by providing adequate resources to
purchase the best administration of Trust Fund benefit dollars. Given the mag-
nitude of the public resources at stake in the Medicare program, and the relatively
small percentage paid for administration, the Congress and HCFA could extend
Trust Fund resources and capture savings if they treated administrative expendi-
tures as investments. Value to program beneficiaries and taxpayers is not realized
when outlays are incurred, but rather when high quality services are delivered and
desired program outcomes are achieved.

MEASURABLE ACCOUNTABILITY

All Federal agencies have begun to shift focus toward measurable outcomes in
pursuit of the statutory requirements in the Government Performance and Results
Act of 1993. We believe that HCFA will better achieve its own Annual Performance
Plan goals to the extent it projects this framework into its contracting arrangements
and partnerships.

It is essential that HCFA define mission-driven, quantifiable measures that re-
flect its strategic and operational goals for the administration of the Medicare pro-
gram. EDS’s work with other federal agencies has proven the power of this ap-
proach. Such measures will ensure that HCFA derives maximum value from its con-
tracting arrangement and will increase the agency’s confidence that its partnerships
are centered around shared understandings and expected results, as opposed to best
efforts.

Several ongoing, operational benefits will also accrue from defining objective,
quantifiable measures, in addition to reaching desired program outcomes. The proc-
ess of developing and monitoring performance measures will structure and facilitate
open and clear communication among HCFA and its partners. Improved commu-
nication will increase the extent to which different entities understand the chal-
lenges and risks facing each other. In addition, such an environment will identify
areas where HCFA perceives conflicts of interest within and among its partners.
With better identification, such areas can be mitigated or corrected more rapidly.
Similarly, with the ever-increasing emphasis on assuring the integrity of the Medi-
care program and its administrative structure, these performance measures will
clarify the roles and responsibilities of all parties involved. We believe strongly that
a program as large and complex as Medicare can only achieve the efficiency, effec-
tiveness, and integrity necessary to sustain the trust of its beneficiaries and the tax-
payers when roles, responsibilities, and expectations are clearly defined and meas-
ured.

In conclusion, as the infrastructure of Medicare is revisited in light of new prior-
ities and a new environment, it is essential that the oversight focus of Medicare op-
erations rest on the content and quality of program management tasks and perform-
ance. Many diverse skills and capabilities make up the pool of expertise necessary
to effectively administer the Medicare program and this array of needs will continue
to evolve. Building the capacity to define specific outcomes, measure results, and al-
locate resources most effectively is of primary importance towards these ends. We
believe this approach will attract the right partners to support the Medicare pro-
gram and strengthen the program for beneficiaries and taxpayers as it meets its fu-
ture challenges.

Thank you again for the opportunity to testify before the subcommittee and share
these perspectives. I look forward to answering any questions the subcommittee may
have.
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Chairman THOMAS. Thank you very much, Mr. Bryan, for your
testimony. The gentlewoman from Connecticut wish to inquire?

Ms. JOHNSON of Connecticut. Yes, Mr. Bryan, I find your testi-
mony very interesting, and I will read it at more detail in the fu-
ture, but I am concerned by your belief that it can all be so clearly
defined. In the past, we have had to use best effort, because often
the regulations were not out; it wasn’t clear what the law was; we
were operating by letters of direction; those letters often change;
they sometimes even reverse themselves. So, I think you have to
be careful about believing that, in essence, we can blame it on the
contractors, particularly in this sort of brave new world of the In-
spector General and audit resources. You saw what happened when
the Inspector General came in using inappropriate, outmoded, inac-
curate standards in the medical schools of the country and made
medical schools look like criminals for doing what they had been
specifically instructed to do. So, I am worried about that.

The second thing that I find very concerning about your testi-
mony is this idea of having a few very big ones. Well, we went
through that in Connecticut, and we went from Connecticut-con-
trolled to Maine, and I will tell you, it wasn’t easy; it hasn’t been
easy; it never has been easy. And we are having problems with a
Connecticut contractor now, but we want another Connecticut con-
tractor. I don’t know that—I understand that information manage-
ment cuts costs and the bigger the better, but there are also com-
plicated systems, the regional variations, and reimbursement rates
and all those things, and I think we run a tremendous risk of try-
ing to have too few centers, and I would rather get things running
smoothly and not have Maine try to remember all of the variations
that happen in Connecticut and all the variations that happen in
other States. So, I am concerned about those two aspects of your
testimony, and if you have a brief comment, I do have a question
also for Mr. Boston.

Mr. BRrYAN. I believe that as we look at the consolidation of con-
tractors, to the extent that data can be consolidated, consistency
can be created in the programs and into the processes. Consistency
creates a better view for the Medicare beneficiaries and the pro-
viders to work with the programs.

Consolidation does not necessarily mean that you wouldn’t have
support centers in each of the States or at a local area that would
assist for the local needs of the beneficiaries and understanding
what that community has to offer.

At the same time, we believe that what technology can bring and
create—what we would call—peak performance in terms of the
number of claims processed creating maximum efficiencies, that
the economies of scale that it would bring to the program in admin-
istrative funds as well as reducing the number of oversight individ-
uals required by the agency to oversee such a large number of con-
tractors, this would free up resources financially as well as HCFA
staff to move to other areas of the program such as the Balanced
Budget Act or HIPAA.

Ms. JOHNSON of Connecticut. See, I really disagree profoundly
with that point of view. Rate setting now and oversight of rate pay-
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ing varies so much from one little hospital to the next little hos-
pital; a little tiny nursing home to a bigger nursing home. I mean,
this is not easy, and there is a big advantage to having your payer
know the territory and know the variations, and there is no way
a regional administrator can know this; they just literally can’t.
Alnd when we have something go wrong, it goes wrong all over the
place.

So, I personally think—I have not yet seen—let us put it this
way—I have not yet seen a technology system in HCFA function
well enough to want it to be spread across the region, and I would
have no confidence in a regional center. So, maybe down the road
apiece, but I say let us get the thing operating right; let us get the
reforms made; let us get the regulations written, but don’t jump to
bigness.

Look at what is happening in all the mergers in managed care;
they are having trouble. Why? Because health care is very local,
and I think—I had one big provider say to me, “We will big provide
certain kinds of things, but in every area there are going to be
small plans, because you can’t do it from the bigness. You can do
certain things; you can’t do others.” We are always going to have
fee-for-service medicine in rural areas, because you can’t do man-
aged care everywhere.

So, I am not at all comfortable with the position you are taking,
but I don’t want to belabor that point.

I do want to ask Mr. Boston a specific question: HCFA has made
some efforts to reach out to hospitals and doctors and medical
equipment providers and press them on being prepared for Y2K—
there are 1.25 million providers. Do you see their efforts as being
successful? Are they doing enough? Should they be doing more? Are
they concentrating too much on the big providers and not enough
on the little guys out in the sticks that really need help or at least
reminders?

Mr. BOSTON. Mrs. Johnson, I believe that HCFA and its contrac-
tors are working very closely together to try to accomplish that
notification. Where HCFA may be meeting with the national orga-
nizations, we as contractors are meeting with many of the State
organizations and the local organizations to try to get the word out,
and I think it is a very concerted effort of both parties to try to
get the word out. We are very worried that people understand the
complexity, and we find that, particularly the smaller medical care
providers, don’t understand the problem and need our help.

Ms. JOHNSON of Connecticut. Right. Well, I am glad to hear that
you are meeting with them. I mean, it is a better effort than we
have been making. Are you prepared, though, to handle paper
claims if there are problems with Y2K?

Mr. BosTON. We believe that we are prepared to handle an in-
crease in paper claims, although I don’t believe that that is what
we are going to see. Most doctors’ offices, clinics, other kinds of pro-
viders these days use computers in generating their records and
their claims. My belief is if that computer system is not millen-
nium-ready, it won’t be able to generate a paper claim, electronic
claim or anything else. And what a more likely scenario will be is
that the provider simply won’t be able to bill the Medicare Program
for some period of time. Now, with HCFA, we are working on strat-
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egies to prepare for a probability of some providers not being able
to bill, but, again, I don’t believe that we are going to see a tremen-
dous increase in paper.

Ms. JOHNSON of Connecticut. Interesting, thank you. Thank you,
Mr. Chairman.

Chairman THOMAS. Certainly. Does the gentlewoman from Flor-
ida wish to inquire?

Ms. THURMAN. Thank you, Mr. Chairman. Ms. Gagel, let me ask
you a couple of questions, because I noted in your testimony that
you said that we don’t need any contractor reform. But let me ask
you this, because you have been on both sides: What could you
offer to this Committee that would give us an indication or that
would help HCFA evaluate these contractors, better than what we
are doing today? I am just curious.

Ms. GAGEL. I think that—and I found the questioning of the
Committee members to the administrator very insightful—I think
the most important thing that we all need to do is understand
what is going to be needed in Medicare administration in the fu-
ture. We know the program will change. When the program
changes, presumably, the administration of the program needs to
change, and it seems to me that the first thing we need to do is
to understand what that administration needs to look like and act
like and feel like. I think, probably, most people would suggest it
doesn’t need to look like what it looks like now which is what it
has looked like, in one way or another, for 30 years, but to move
to specific proposals in the absence of a dialog and a clear articula-
tion of goals and a strategy for Medicare administration, is actually
what is concerning, I think, probably more than anything else.

There is some agreement on some of the tactical things, standard
systems, for example, and the fact that that does improve program
administration in terms of making it certainly more reliable; reduc-
ing error rates; making it more efficient, more economical. There
is general agreement on that kind of thing, but if the focus is going
to be on improving services to the elderly population in this coun-
try which is clearly one of the goals that the Health Care Financ-
ing Administration is articulating, you aren’t going to want that
customer service to look like what Medicare contractors do today,
but we haven’t really articulated what it does need to look like and
who needs to be providing that service.

Ms. THURMAN. But also in your testimony you say that HCFA
has this authority to replace or not renew their contract on poor
performance. The problem is—and I guess where I am trying to fig-
ure out—is how do we figure out what that poor performance is?
And, for example, in the Inspector General they said, “Nine of the
eleven contractors with audited financial ledgers could not support
the accounts receivable. There is little assurance that amounts
eventually paid to providers through the final cost report settle-
ment process meet Medicare guidelines for reasonableness and ap-
propriateness.”

So, it seems to me, there are two things going on here, then. I
mean, in one sentence we are talking about we could just let them
go for poor performance, whatever that means—and I am trying to
figure out how we put a standard to that—but at the same time,
I understand the direction issue of the kind of direction that we
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need to be given, but there seems to me that there ought to be
some way to pull those two things together. Because contractors
need to know what is going on out there in their lives too, so if you
do contractor reform and you have a working relationship and you
know what your job is and you know what we are expecting from
you and you know what potentially puts you in a situation of not
having a renewable, I mean, somehow there has got to be a way
to work through this, and it sounds to me, from what I can gather,
the system today is not happening that way.

Ms. GAGEL. The standards have—the expectations, if you will—
with the exception of Y2K, where HCFA is very clear in its expec-
tations—have I think, indeed, become more murky over the years.
We know, for example, that we have to be very efficient; that effi-
ciency becomes a negotiating tool.

But we have a hard time understanding with the exception of “do
a lot of it” what the expectation of the Health Care Financing Ad-
ministration really is. We have a hard time talking about under-
standing results, and that is the dialog I think that needs to take
place.

Ms. THURMAN. Some of that is not just HCFA. I mean, some of
that is just us, too, changing things constantly around and trying
to put in new rules, and, obviously, we have gone through a very
difficult time, because we have tried to balance the budget and we
have, but the fact of the matter is, I mean, there are things we are
doing as well. So, we couldn’t just

Ms. GAGEL. One of the things that we are working on in other
parts of our program—and, indeed, we are working with this with
the Medicare contractor also—is establishing a very tight system of
metric, so that we can understand what we need to do to be suc-
cessful in health care compared to all of our competitors. There
isn’t any reason why we wouldn’t want to do that; why HCFA
wouldn’t want to do that for Medicare contractors also—establish
the metrics; measure yourselves against both the private sector and
in our case other Medicare contractors so that expectations become
very clear. There is a tremendous discipline involved in doing that,
and it provides tremendous focus for the people involved in it.

Ms. THURMAN. Actually, that sounds like a little bit of reform
there to me. Thank you.

Chairman THOMAS. My understanding is the gentlewoman from
Connecticut has another question that she really wants to ask.

Ms. JOHNSON of Connecticut. I appreciate your experience in the
system. I try to keep extremely close touch with the system out in
the real world, and I just wondered if, from your perspective, do
you think the system can tolerate the cuts in spending in the Presi-
dent’s budget?

Ms. GAGEL. In the budget for the year 2000? We are still ana-
lyzing the budget and have not yet taken a position on that. We
are concerned, of course, about the user fees, and I know that we
testified to the Committee about that last year and were pleased
that they did not go forward.

Again, I think it depends on expectations. As Mr. Boston said, I
think, with regard to the year 2000, funding is adequate unless
contingency planning, testing, becomes—particularly with regard to
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working with providers—end to end testing becomes a much great-
er expectation than we expect it to be right now.

I think if you really want Medicare beneficiaries in this country
to understand the Medicare Program—how to access the benefit;
how you use the benefit wisely, are we funding that in this coun-
try? I think not now. I suspect in years to come we will, because
the demographics of the population will kind of require it, I sus-
pect, but—so, again, it depends on what your expectations are.

Ms. JOHNSON of Connecticut. Mr. Boston.

Mr. BOSTON. Yes, if I can respond on behalf of the Medicare Ad-
ministration Committee, we are very concerned about what we
think is in the budget for the year 2000 and some of the cuts that
are there if, in fact, the operational requirements remain as they
are today. We are

Ms. JOHNSON of Connecticut. You mean, if they don’t get bigger
i)r ig they stay the same? You wouldn’t be concerned if they got
ess?

Mr. BosToN. Well, if the requirements put on us are in line with
the money available, then it is not a concern.

Ms. JOHNSON of Connecticut. Is that true now?

Mr. BosTON. It is always a very difficult goal to hit HCFA’s tar-
gets. We did a great many changes throughout the year, and most
of them say do it within your current budget; we are all quite used
to that.

Ms. JOHNSON of Connecticut. Well, you have some formidable
challenges ahead of you, some of the very biggest with BBS for
home health and outpatient and stuff, and, frankly, the resources
aren’t that much greater, so I would assume the answer to my
question is really, no, that the resources don’t appear to be ade-
quate.

Mr. BosTON. We are going to be very interested in seeing how
that budget progresses and what changes are made. We are very
concerned as it is presented that it might not have sufficient re-
sources, but we also know that the initial budget presentation, the
final budget, there is a great deal of work in between and an oppor-
tunity to make our concerns known.

Mr. BrYAN. I would like to echo one item presented by Ms. Gagel
and that is that we are concerned about the level of funding for
communication and outreach to the beneficiaries. With such rapid
change, we have only seen decreases in those areas, and we think
that that is an area that should be increasing, because bene-
ficiaries have many questions. It is not easy to understand the new
Medicare information and there is going to be a greater demand on
our resources as someone mentioned earlier to spend time on the
phone with the beneficiaries and to go out into their communities
and to put on seminars.

The other component that we are concerned about is as we move
toward the Program Safeguard Independent Contractor, in MIP, we
will see an increase in the number of appeals and requests for re-
views on those programs, and so we are concerned about that level
of funding. All of this I would center around the communications
and the interaction with the beneficiary communities.

Ms. JOHNSON of Connecticut. Well, I would urge you as you ana-
lyze the budget to assume that the fees won’t be passed; that is
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just a new tax source for what should be administrative costs. I
think you should look back at the past when the fees were not
pressed by either—members from either side of the aisle, and I
would say that if other members are seeing what I am seeing out
there, and what I have talked to MEDPAC about, the case for cut-
ting reimbursement to hospitals can’t be made.

So, I would say there are lot of cuts in that—I don’t see any so
far that are going to survive, and if that is the case, then we have
a big budget problem, because, of course, those savings were used
to fund new spending elsewhere in the budget So, we are in very
serious circumstances; many, many promises have been made, and
it is unfortunate that some of them have been made on the basis
of savings that can’t be realized, and we look to your help to be as
realistic as you can with us but also to be willing to stand and say
this can’t be done. Thank you.

Chairman THoMAS. Well, thank you for your testimony. Both the
Ranking Member and I have written HCFA with concerns about
the suggested shift toward MIC. I have a hunch that maybe it will
be about as successful as the user fees in other areas. It just, at
the current time, does not seem like an approach that makes a lot
of sense.

Part of the tension that I hear in terms of this discussion is that
you are talking about wanting to try to deal in a market-based
world with an administered price animal, and that is always going
to be conflicting. And that is one of the reasons, of course, the
Medicare Reform Commission is looking at trying to make some
changes which would provide beneficiaries the kinds of services in
a world in which many of these decisions that are now made labori-
ously through a bureaucracy with administered prices in a box
called market, because we find out it works very well and there are
compensations that take place.

Mr. Boston, I said that your testimony was interesting, and, Mr.
Bryan, I would like a reaction to it, because you described the way
in which some of the carriers and contractors got started, because
they had to be licensed insurers as though that is some kind of a
hurdle or a requirement that produces some level of competency or
certifiability. How hard is it to get over the hurdle of being a li-
censed insurer, and does it mean anything anymore? Anybody?

Mr. BRYAN. I would say for us——

Chairman THOMAS. Well, I know you have got a whole bunch of
contracts, and I understand you are trying to be a licensed insurer
in California.

Mr. BrYAN. NHIC is actually approved by the California Insur-
ance Commission to administer the Medicare program in Cali-
fornia.

Chairman THOMAS. So, you were a shopper; you are now a buyer,
so you are a—did you buy an insurance company?

Mr. BRYAN. No, we actually had one that we had never utilized
before in the Medicare Program. We only utilized the insurance
subsidiary to help with our Medicaid contracts.

Chairman THOMAS. How did that make you a better contractor?

Mr. BRYAN. Quite honestly, I don’t think it did. What I think did
make us a contractor was the picking up of the staff and the
knowledge capabilities from the workload that we assumed, and we
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pulled forward a very knowledgeable work force. What we brought
into place were different management practices to create the effi-
ciencies we thought we could bring to the program.

Chairman THOMAS. And that is the kind of market-based, bot-
tom-up structure changes that I think simply have to take place in-
stead of the discussion that took place previously.

Mr. Boston, you made some fairly provocative statements as far
as I am concerned, and I alluded to them earlier where invariably
in one of these hearings with whoever the administrator happens
to be to extol the virtues of the administrative cost structure of
HCFA versus the outside world—and that somehow they are al-
ways half of what goes on in the private sector—but you indicated
that you thought that there was and has been a degree of subsidy
going on among contractors. Now, the big bucks, I assume, are over
with the Blues, and maybe I am wrong; you are kind of rep-
resenting the non-Blues—whatever the rest of the color spectrum
is, it is not blue. Has anybody ever looked at attempting to quan-
tify this or is it such a variable over time or in certain cir-
cumstances that you know you do it, but it is difficult to show? Or
by the time people show they are out of it because they realize they
were doing it and couldn’t stay in business because they did?

Mr. BosTON. I think it has been far more anecdotal, Mr. Chair-
man, than studies. We have heard from people who, in some cases,
have pulled out of the program that the amount of money HCFA
was willing to give them to perform the administrative services
was no longer covering their costs, and in some cases they had
elected to use corporate funds to make up that difference. How a
company chooses to do that is certainly a business decision they
make. I can tell you that the board of directors I report to at WPS
have given me a very clear indication that we will never subsidize
the program. We will certainly do it at a very efficient cost, but we
won’t contribute private subscriber funds to do that. But some
have; some have gotten out; some may continue to.

Chairman THOMAS. Ms. Gagel, I saved you for last, because
clearly the pitch—and I really do appreciate the testimony; we are
going to bring you back as we begin to look at some of the adminis-
tration’s suggested changes when they firm up and we have the
ability to have a programmatic discussion—but you are interesting
to me, because, as the gentlewoman from Florida said, you have
been in the structure and you are now outside the structure, and
you were in a responsible position. The whole MTS situation, as
comfortable as you are or to the best of your ability, how in the
world—I mean, when I first took over, I was wheeled over to Balti-
more, and they brought out all these charts to show me the solu-
tion for tomorrow and that all of the problems that I was concerned
about and others were concerned about, including indigestion——
[Laughter.]

Chairman THOMAS [continuing]. Were all going to disappear once
this MTS was put in place. And then like 4 months later I find out
that at the time that they were informing me about this wonderful
new change, they were pulling the rug out from under it as well
or they were coming to the realization that it just wasn’t going to
work. What happened?
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Ms. GAGEL. I could only, I think, probably, speculate on what
happened. I was involved in the very early planning, the
conceptualization, of what turned out to be MTS, and the
conceptualization of that was, indeed, some of the things that were
talked about earlier: the need for HCFA to have systems that it
controls that are predictive of payment. That was essentially what
MTS was all about; to have HCFA control the claims processing op-
eration rather than have 10 or however many systems around the
country do that. That was a very important thing. The other thing
we were looking at was looking forward to the day that the Medi-
care Program would change. The systems in Baltimore are fairly
antiquated. If indeed as you are now going to Medicare Plus Choice
and will not only have a fee-for-service option but beneficiaries
might also have PPO options and HMO options, we felt that the
systems at HCFA could not in any kind of an efficient way recog-
nize all those options and be able to pay claims.

The other thing the systems cannot do today and that we as
Medicare contractors cannot do—and the CFO, the Inspector Gen-
eral, study that was released yesterday points this out very well—
we can still not aggregate data so that we are looking at data from
the beneficiaries’ point of view. If you look at what the Inspector
General study does, it looks at claims paid for a beneficiary over
a 3-month period of time, and in hindsight we can all do a real
good job of deciding what was necessary and what was not and
knowing that you don’t pay an outpatient bill if somebody is really
in a skilled nursing facility and stuff like that. We could do a lot
of that on the front end if we had the computer systems that per-
mitted us to do that or simply the data warehouses that would col-
lect the data, and that is really what MTS was all about. Obvi-
ously, there were management issues with it, and that was very
unfortunate, but some of the conceptual design is, I think, probably
still where HCFA needs to go and will probably end up going at
sometime in the future.

Chairman THOMAS. But to me it is almost an example of what
happens when you try to create a front-loaded resolution of an ad-
ministered-price system. You just can’t do it, and that is one of the
beauties of the ability to adjust that in the marketplace and why
the Medicare Commission is looking at a prospective payment sys-
tem for that area of HCFA. Now, clearly, in the old-fashioned, if
you will, fee-for-service which is still 85 percent of the folk, we
have got to figure out ways to get some of the benefits changed like
putting prescription drugs in, and that if we are going to have to
live with administered prices, we are going to have to clean it up
so that the decisions can be made more transparently.

We all draw from our own analogies, and I just noted in the
news the other day that a company in the automobile industry that
is considered fairly efficient in management is the BMW company,
and they acquired the so-called Rover Group from England, and
they thought for particular amounts of money they could breathe
life into it, and, as a matter of fact, the top management position
at BMW bet his career on it. He recently resigned, because it did
not do it in the timeframe and for the money they thought it was
going to do.
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One of the real frustrations I have with our dealing with HCFA
in the current system, to me, is that MTS in the health care area
is analogous to the Rover Group with BMW. I know the adminis-
trator left; he got out of town. Inside that structure, there were ob-
viously some folk in important administrative positions whose re-
sponsibility it was to make this happen and that it didn’t, and it
has caused all the problems that we are in now with Y2K and the
rest. To your knowledge, are these folks still in their positions? Did
any heads roll over this?

Ms. GAGEL. I have been away from HCFA too long, I think, to
be able to make an assessment of, frankly, whose head should have
rolled, and so I really can’t respond.

Chairman THoMAS. I tell you, Ms. Gagel, we have investigated,
and the fact of the matter is virtually no heads rolled and certainly
the ones who should have rolled didn’t. It is one of the frustrations
with a bureaucratic structure with administered prices, and that
you folks in the world that you, in interfacing with that world,
have got to change.

Ms. THURMAN. Mr. Chairman.

Chairman THOMAS. And as we go through with these pro-
grammatic changes that are being offered by the administration,
we are going to want your input to evaluate them vis-a-vis other
models or options so that we can make the best decision possible
in reforming the very needed reform area of the bureaucracy inter-
facing with contractors.

The gentlewoman from Florida.

Ms. THURMAN. Are you—I am just asking because I don’t know—
so, none of the folks that were involved with this are—they are all
still there? Are these civil servants or were—I would imagine the
civil servants could still be there, but were the top officials—I
mean, at least one of those we know is gone. I mean what about
the rest of them? Are they still around?

Chairman THOMAS. I would love to visit with the gentlewoman
on the scenario of what happened on something as fundamentally
failing as the MTS system and the—first of all, why do you put
something at the absolute core? You have got all of your eggs in
that particular basket and then not have a fallback position.

Ms. THURMAN. When did that happen?

Chairman THOMAS. That happened in

Mr. BrRYAN. It was toward the end of 1996 and early 1997.

Chairman THOMAS [continuing]. 1994, because it was just——

Ms. THURMAN. That was when the system was bought?

Chairman THOMAS. No, no, no. It was being developed. It was
going to be—the rollout was eminent. When we became the major-
ity, I went over there to get my information, and Bruce Lattick had
everybody come in and talk to me about this new program when
at the very time they knew that it wasn’t going to work. January,
19—

Ms. THURMAN. But the development of this had been going on be-
fore.

Chairman THOMAS. It had been going on for a long time. Ms.
Gagel, can you help us on that?
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Ms. GAGEL. Well, I left that part of the organization in 1992, and
it was in the late conceptual stages at that time, and we started
a year or two before that.

Ms. THURMAN. So, it has been going on for a while, OK.

Chairman THoMAS. Oh, yes, it went on for a long time. They put
all their eggs in that basket.

Ms. THURMAN. Thank you.

Chairman THOMAS. And, actually, maybe we will do a head
count.

I want to thank you very much and look forward to your input.
I gope it is as honest and frank as your written testimony was
today.

The Subcommittee stands adjourned.

[Whereupon, at 5 p.m., the hearing was adjourned.]

[Submissions for the record follow:]

Statement of the American Medical Association

The American Medical Association (AMA) appreciates the opportunity to submit
this written statement for consideration by the Ways and Means Subcommittee on
Health and requests that it be included in the printed record.

The American Medical Association believes that Congressional intervention is
needed to correct management problems at the Health Care Financing Administra-
tion (HCFA). These problems have been building up for many years. An ill-advised
reorganization and a heavy workload from requirements of the Balanced Budget Act
of 1997 (BBA) have overwhelmed the agency.

Consider the following examples:

¢ Three primary care physicians in Idaho Falls, Idaho, recently felt compelled to
stop treating Medicare patients altogether in the wake of an overzealous and overly
punitive effort by the local Medicare carrier to recoup thousands of dollars in pay-
ments due to differences of opinion about appropriate coding and documentation. A
number of the disputed claims were for laboratory tests, which is all the more out-
rageous because, at the same time the carrier was making its recoupment demands,
HCFA was engaged in a negotiated rulemaking process to determine what rules
should guide its administration of Medicare’s lab test benefit. Rather than face the
prospect of civil fines of up to $10,000 per clerical error or billing mistake in the
future, prosecutorial zealotry, and the associated legal costs, the physicians simply
decided to discontinue their involvement with the Medicare program.

¢ While 85% of Medicare beneficiaries remain in the fee-for-service program, con-
flicting HCFA priorities and a high attrition rate among experienced staff have led
to serious problems. For example, in setting the Sustainable Growth Rate for physi-
cian services, as required by the Balanced Budget Act, HCFA significantly under-
estimated Gross Domestic Product growth for 1998 and enrollment for 1999. So far,
HCFA has made no effort to revise its estimates to reflect more up-to-date informa-
tion. Physician payments for 1999 have already been underfunded by about $645
million due to these projection errors, and HCFA’s continued use of the erroneous
estimates could lead to steep payment cuts as soon as next year.

¢ In testimony before this Committee in January 1998, the General Accounting
Office described numerous deficiencies in HCFA’s oversight of its claims processing
contractors, using as an example the region that formerly had six staff dedicated
to contractor oversight but now has only two. This lack of oversight has allowed the
Part B carriers to get away with establishing local coverage policies that parallel
abuses of some managed care organizations:

* In some localities, claims for the physical evaluation necessary to clear pa-
tients for anesthesia and surgery are being denied as noncovered because
“Medicare does not cover screening services.”

* Similarly, it is standard clinical practice in urology to give a man who com-
plains of lower urinary tract symptoms a PSA test, but in many localities pa-
tients have no idea if the test will be covered because carriers will not pay for
the test if the diagnosis turns out to be enlarged prostate. When administered
to diagnose lower urinary tract problems, the PSA test is clearly not a screening
test.

* Virtually no effort is made by the carriers to inform or educate physicians
about Medicare’s coding, payment, and coverage policies, nor are they provided
with meaningful appeal options once the carrier has decided a problem exists.
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» Often, carriers themselves have little knowledge of appropriate coding prac-
tices. In one case, a carrier attempted to recoup more than $80,000 from a phy-
sician, but after the physician persistently and relentlessly sought a reevalua-
tion, the amount owed was suddenly reduced to $2,000. In another case, during
the audit process, the carrier auditor made written notes and verbal comments
demonstrating he was unaware of the existence of the ICD-9 code book.

We believe that HCFA’s problems will only get worse as the number of Medicare
patients, claims, and health care delivery systems increase. To say that HCFA’s cur-
rent problems could lead to a crisis is an understatement.

The AMA believes that a crisis exists, and that this crisis is beginning to spill
over into the actual delivery of health care to our nation’s Medicare patients.

We believe that HCFA 1is currently traveling down the same road the Internal
Revenue Service (IRS) was on before Congress heeded the demands of taxpayers
and forced the IRS to restructure its policies. Just as the IRS is struggling to re-
invent itself into a “customer” friendly agency, HCFA must, with a push from Con-
gress and the Administration, reassess its role and relationships with medical pro-
fessionals who care for Medicare patients.

Further, there is a growing sense among Medicare experts that HCFA is ready
to collapse under the sheer weight of its administrative duties. This sentiment was
clearly stated in a January/February 1999 Health Affairs article co-written by sev-
eral of the nation’s leading health economists, including three former HCFA admin-
istrators: “The mismatch between the agency’s administrative capacity and its polit-
ical mandate has grown enormously over the 1990s. . . . HCFA’s ability to provide
assistance to beneficiaries, monitor the quality of provider services, and protect
against fraud and abuse has been increasingly compromised by the failure to pro-
vide the agency with adequate administrative resources.” The AMA shares these
sentiments and believes that HCFA needs additional resources to meet its contin-
ually expanding statutory requirements.

The AMA commends Congress for holding hearings last year to assess HCFA’s ini-
tial implementation of the Health Insurance Portability and Accountability Act of
1996 (HIPAA) (P.L. 104-191), and the Balanced Budget Act of 1997 (BBA) (P.L.
105-33). However, many issues remain. We implore Congress, and particularly this
committee, to hold additional oversight hearings to assess:

¢ the overly burdensome regulatory requirements placed on physicians, hospitals,
and other health care providers;

¢ whether HCFA has remained within its statutory authority in the rulemaking
process;

* HCFA’s failure to distinguish inadvertent billing errors from intentional acts to
defraud the government,;

* HCFA’s ongoing implementation of the Medicare+Choice program,;

* the process HCFA utilizes to draft rules and regulations;

« HCFA’s process for considering and responding to public comments on its rules
and regulations; and

* HCFA’s oversight of Medicare carriers and other contractors.

Beyond the critique of HCFA that will be provided by the General Accounting Of-
fice, Congress should consider the many ways in which HCFA’s regulations for ad-
ministering Medicare and Medicaid affect virtually every physician, hospital, and
other health care provider in this country and their ability to care for Medicare and
Medicaid patients.

_ The AMA also urges Congress to hold hearings to address the following critical
issues:

IMPROVING MEDICARE’S SGR SYSTEM

HCFA’s mismanagement has had a deleterious effect on the Medicare fee-for-serv-
ice (FFS) program as well as the more frequently discussed Medicare+Choice pro-
gram, and the Sustainable Growth Rate (SGR) provides a good example. The SGR
is a target rate of spending growth. Cumulative actual spending is compared to cu-
mulative target spending, and payment updates are determined by whether actual
spending exceeds or falls short of the target amount. The target is based on annual
changes in: inflation, Medicare FFS enrollment, real per capita GDP, and spending
due to law and regulation.

HCFA established a 1999 SGR of —0.3%, which became effective October 1, 1998
for fiscal year 1999. This negative growth target means that, unless total FF'S physi-
cian spending is less in 1999 than it was in 1998, next year’s physician payment
update could actually result in a payment cut. A key HCFA assumption underlying
the negative SGR is that the number of beneficiaries enrolling in Medicare+Choice
plans will grow by 29% in fiscal 1999. With the recent HMO withdrawals from
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Medicare, this assumption seems seriously overstated and obviously erroneous. In
fact, the rate of increase in managed care enrollment has been declining since July,
and the most recent monthly data show an actual decline in managed care enroll-
ment.

HCFA has already made one significant error in setting the first SGR for 1998.
In October 1997, HCFA projected 1998 GDP growth of 1.1%, but 1998 GDP growth
is now estimated to have been at least 2.8%. When combined with other, smaller
projection errors in the 1998 SGR, HCFA made a net underestimate in the 1998
SGR of 1.5%. With Medicare spending on physician services currently at about $43
billion annually, the projection errors led HCFA to set the payment update for 1999
about $645 million lower than it should have been.

HCFA has acknowledged the projection error problem, stating that, “[wlhile we
will use our best efforts to make estimates at the time the SGR is established, we
are concerned that there will be differences compared to later estimates of some of
the components of the SGR.” In one regulation, HCFA also stated the errors would
be corrected: “[dJifferences between projected and actual real gross domestic product
per capita growth will be adjusted for in subsequent years.” But to date, HCFA has
not revised its estimates to reflect the more accurate, updated information.

Because the SGR system is cumulative, if left uncorrected, projection errors will
be compounded with each year’s payment update calculation. To have the cumu-
lative SGR become merely an accumulation of erroneous HCFA estimates would de-
feat the whole purpose of the spending target system. The level of underfunding of
Medicare physician services due to these errors could grow to the $1-2 billion range
as early as next year.

PROGRAM INTEGRITY

The AMA is very concerned about HCFA’s overly zealous implementation of its
policies in addressing waste, fraud, and abuse. The Administration continually fails
to distinguish between “genuine” fraud (knowing and willful) and legitimate billing
issues, i.e., differences in medical judgment over one level of coding. There is a vast
continuum of issues arising in Medicare claims (e.g., deficiencies in documentation,
inadvertent coding and billing mistakes, intentional criminal fraud, etc.) that HCFA
constantly lumps together in the catchall category of waste, fraud, and abuse. To
date, HCFA has essentially taken a single approach in dealing with a whole range
of problems.

HCFA’s sole response to a broad range of complex problems has been to address
each one in an aggressive and punitive manner. The blurring of the lines between
waste and fraud has tremendous implications for HCFA’s policies and programs, not
to mention for physicians trying to follow all the rules to comply with the program.
In response to the current environment, carriers are forced to pursue aggressive tac-
tics. In this “gottcha” environment, both patients and physicians suffer.

Physicians want to provide quality care for their patients without running afoul
of HCFA’s labyrinth of complex and burdensome requirements. We have received
numerous reports that carrier feedback is severely lacking. The AMA has repeatedly
urged the Administration to increase its educational efforts to individual practicing
physicians who may not be aware of their honest and inadvertent billing errors. We
have argued strenuously to HCFA that when a carrier identifies that a physician
has a billing problem, the carrier has an obligation to start a dialogue with the phy-
sician regarding the steps the physician can take to correct the problem.

The AMA has critical concerns about HCFA’s post-payment audits. These audit
procedures lack fundamental fairness. In order to avoid a total disruption of their
practice, as well as expensive legal bills, physicians are frequently forced into civil
settlements without the ability to appeal. In many cases auditors extrapolate hefty
fines from a small sample of claims. At the hands of aggressive auditors, overpay-
ments can quickly mount. We recommend that the Administration temper its rhet-
oric and refine its program initiatives so that those physicians honestly partici-
pating in the Medicare program are not subjected to the federal government’s overly
aggressive and punitive approach. The AMA urges the Administration and Congress
to target their efforts toward ferreting out true fraud rather than penalizing honest
physicians whose primary goal is to provide quality care to their patients.

REGULATORY RELIEF

Physicians are voicing their growing concern about their Medicare and Medicaid
patients access to quality health care services. Numerous unnecessary and unduly
complicated administrative requirements interfere with the patient-physician rela-
tionship causing strain on both patients and physicians. These requirements in-
crease the cost of care while reducing access for Medicare beneficiaries. If the Medi-
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care program is to provide the nation’s Medicare patients with greater access, great-
er choice and lower cost medical services, passage of regulatory relief legislation for
physicians, hospitals, and other health care providers is a must. Examples include:

e Physician input should be considered in annual carrier performance reviews. In
determining whether the Secretary of HHS will contract with a carrier to admin-
ister the Medicare program, the Secretary should consider physician input in evalu-
ating whether to contract with that carrier.

e Physicians should have an opportunity to provide substantive input before any
“black box” commercial off-the-shelf software (COTS) is implemented by HCFA for
code editing | bundling. These “black box” methods do not draw on physicians’ exper-
tise and practical knowledge of the services billed. Their use distorts the billing
process, discourages correct coding, creates inefficiencies and often results in physi-
cians being paid less than the physician’s cost of providing the service.

e Carrier use of the extrapolation technique should be revised. The practice of de-
termining Medicare’s estimated overpayment to a physician based on a statistical
sampling of a small number of disallowable claims is inequitable. Carriers should
identify a problem and provide the physician with an opportunity for a telephone
discussion or a face-to-face meeting, in which the carrier must adequately explain
how to correct the billing problem in the future. If a physician’s future billing activi-
ties are found in error, HCFA may recoup overcharges based on actual errors found.

e Carriers should be required to provide physicians, upon request and without
charge, with carrier-generated information needed for the submission of claims. This
information includes the identifier number or other code of a referring physician,
a list of maximum allowable charges, and coding protocols needed by physicians to
submit a claim for payment or to respond to a carrier inquiry.

e Carriers should compensate aggrieved individuals for violating Medicare policy.
Any individual, including a physician, who is aggrieved by the failure of a carrier
to carry out Medicare policy, and establishes that the individual has suffered dam-
ages aggregating at least $500 as a result of the failure, should be permitted a hear-
ing before the Secretary of HHS. If the carrier were found to have such failure, it
should be required to compensate the aggrieved individual for such failure.

e HCFA should develop and provide a Medicare compliance manual to all partici-
pating physicians without charge.

e Medicare should fund toll free lines used for the submission of electronic claims
to the program. Payment for use of a telephone line to submit electronic claims to
Medicare is de facto a user fee. Medicare formerly provided this service at no
charge.

e Carrier medical review screens or associated parameters should be released be-
fore denial of physician claims.

CONCLUSION

HCFA’s ability to adequately manage the Medicare program is an issue of great
importance to Medicare patients and the physicians who care for them. We implore
the Committee to hold additional hearings to further assess the issues raised in our
testimony, and encourage all Members of Congress to contact the AMA for further
elaboration on issues addressed in our statement.

Statement of Christina Metzler, American Occupational Therapy
Association, Inc., Bethesda, MD

The American Occupational Therapy Association (AOTA) submits this statement
for the record of the hearing on February 11, 1999. AOTA calls your attention to
an issue critical to the health, well being and quality of life of Medicare bene-
ficiaries.

The change in the payment under Medicare for services in skilled nursing facili-
ties (SNFs) from a cost-based system (with routine limits) to a fully prospective sys-
tem (PPS) is causing tremendous upheaval in the occupational therapy profession.
Practitioners are experiencing changes in their employment status, in their eco-
nomic status, challenges to their professional standards and ethics, and, most im-
portantly, limitations in their ability to provide adequate, appropriate, and required
services to Medicare beneficiaries in these settings.
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HCFA OVERSIGHT

AOTA is concerned that the Health Care Financing Administration (HCFA) is not
adequately or effectively monitoring the implementation of this massive change. To
our knowledge, HCFA has provided no guidance to fiscal intermediaries about med-
ical review or quality assurance criteria to assure patients are receiving the care
that nursing facilities are being paid for. We are not aware of any information
transmitted to fiscal intermediaries on how to monitor the provision of care in rela-
tion to the payment received. Nor are we aware of any efforts by HCFA to empower
the intermediaries with methods to determine the accuracy of the SNF categoriza-
tion of individuals into appropriate RUG categories. AOTA urges that efforts be un-
dertaken to assure nursing homes are not minimizing care, either intentionally or
because of inadequate payment levels.

When Medicare payment to hospitals was changed to the prospective payment
system in the 1980’s, based on diagnosis-related groups (DRGs), hospitals used
many ways to adjust to the new payment system. Not all were sensitive to patient
needs and desired outcomes. In that post-DRG environment, many changes were ob-
served and reported and beneficiaries felt the consequences. Increased use of out-
patient pre-admission services billed to Part B, decreases in length of stay, and
movement to non-hospital post-acute care settings were common. Also common were
problems for patients and beneficiaries: transfer to nursing facilities unable to treat
the acute conditions patients had, discharges to home with subsequent readmissions
for exacerbations of conditions, and shifting provision of care to other, perhaps less
appropriate, sites.

AOQTA is concerned that similar negative consequences will accrue as the PPS is
implemented by SNFs and that HCFA is neglecting critical oversight issues, which
may jeopardize patient health and safety.

AOTA urges you to use your authority to hold HCFA accountable for instituting
the proper guidelines and procedures to prevent problems that are likely to occur
and to monitor changes in patient care and outcomes that may result from the
change in the payment system. Patients in skilled nursing facilities are too vulner-
able to be left to suffer the vagaries of funding changes without some protection
from the agency charged with that duty.

GENERAL ACCOUNTING OFFICE TESTIMONY

AOTA is concerned about issues raised in the testimony of the General Account-
ing Office (GAO). First, we would like to support GAO’s statement that “the SNF
PPS has design flaws” and that this is “coupled with a lack of adequate planned
oversight” by HCFA. While GAO merely raises the specter of less than expected sav-
ings from the combination of these two problems, AOTA is deeply concerned for pa-
tient welfare under a system that is “flawed” and, as GAO admits, the implementa-
tion of which is unfettered by appropriate oversight.

GAO goes on to state that “the new SNF PPS’ design preserves the opportunity
for providers to increase their compensation by supplying potentially unnecessary
services, since the amounts paid still depend heavily on the number of therapy and
other services patients receive.” This statement has no connection to the reality our
therapists and their patients are experiencing in SNFs and belies the experience
and common sense understanding of capitated payment systems. GAO appears not
to understand the other major problems with the PPS system: the incentives to
under provide, under identify, and provide minimal care for patients.

For instance, rules for using qualified professionals to provide therapy services
are being skirted. Standards of supervision of aides and assistants, though covered
by law in most states and reaffirmed in Medicare regulation, are a particular area
of concern. If standards of care, including use of qualified personnel, are not upheld,
patients will suffer loss of function and reduced health status and the purposes of
the Medicare program will not be achieved.

Indeed, if standards of care are not reaffirmed by HCFA direction and assured
by HCFA oversight, patients’ health care needs will increase, thus further limiting
savings by increased hospitalization and other service utilization.

AOTA urges the Committee to hold hearings on SNF quality and the PPS system.
AOTA also supports the notion raised by Chairman Thomas during the hearing that
perhaps a “town hall” meeting with HCFA, Congress, MedPAC, GAO and affected
members of the public, including health professionals, would be useful to discuss
problems with the RUGs system.

SPECIFIC REQUESTS

In addition we urge the Committee to question HCFA further on its lax oversight.
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Specifically:

When will HCFA issue medical review guidelines for fiscal intermediaries to as-
sess correct and appropriate categorization of patients?

When will HCFA put in place quality assurance mechanisms to assess any de-
creases in patient access to care and subsequent deterioration in patient status due
to the move to PPS?

When will HCFA institute guidelines and procedures to assure that nursing
homes are not minimizing care, either intentionally or because of inadequate pay-
ment levels under PPS?

What plans and timetable does HCFA have to develop the medical review process
rAeq};ired in the Balanced Budget Act, now Sec. 1888 (d)(1) of the Social Security

ct?

What immediate steps will HCFA undertake to assure quality services are ade-
quately and appropriately provided with no negative impact on patients until such
medical review criteria and processes are established?

What steps will HCFA take to assure that patients, once classified into a Resource
Utilization Group (RUG) will receive services appropriate to each individual’s condi-
tion and not simply the minimum for classification into a category?

What steps will HCFA take to monitor access to the appropriate clinical profes-
sionals to meet the full spectrum of patient needs as assessed by the Minimum Data
Set process?

LEGISLATIVE CHANGES

In addition, AOTA believes the Committee must look at legislative changes that
will improve the functioning of the system, and prevent some potential abuses of
payment and patient care.

AOTA urges the Committee to consider a legislative change to allow facilities to
move immediately to the full federal rate. The three-year transition period was in-
tended to allow for a gradual absorption of the process changes and the funding re-
ductions. However, when the rates for many facilities for some RUGs categories are
reviewed, there can be a significant difference between the full federal rate and the
combined, transitional rate. For instance, for one facility whose rates we have re-
viewed, the first year transitional rate for the ultra high rehabilitation category is
$294.59 per day while the full federal rate is $409.29, for a difference of more than
$110 per day. HCFA developed the federal RUGs rates based on resource require-
ments to meet the service needs identified for these categories. Yet the discrepancy
is so significant, we question whether a facility would even choose to place a patient
in this category, denying them access to needed therapeutic interventions and other
services. Several categories of a lesser intensity have full federal rates and transi-
tional rates that are more closely aligned providing an incentive to downgrade pa-
tients, providing fewer services. The Committee should request a report from HCFA
on these discrepancies and identify which categories and facilities are more vulner-
able to underpayment. AOTA urges Congress to allow facilities that identify such
a discrepancy to request use of the full federal rate immediately. With proper HCFA
oversight, this could serve to prevent three years of operation on terribly inadequate
funding levels, with severe consequences for patients.

Another issue in the RUGs categories is the lack of requirements for more than
one type of therapy to be provided to patients who are in high and very high reha-
bilitation categories. Under the demonstration project which developed the RUGs,
we understand that patients in the high and very high categories were required to
receive more than one type of therapy. The rationale was that if a patient had needs
complex and involved enough to require a significant number of minutes of therapy
per week, then that patient logically needed more than one type of intervention. We
also note that in the demonstration project these categories required a lower num-
ber of minutes; now the ultra high category is the only one requiring the use of
more than one type of therapy. It was established for the PPS implementation.
AOTA questions HCFA’s change in this policy, especially as the high and very high
categories may include more complex patients than in the demonstration. We urge
the Committee to clarify and correct the requirements in the high and very high
categories.

AOTA also believes legislation should be considered to allow for a pass-through
or exception process for high cost items such as durable medical equipment and
orthotics/prosthetics/supplies These items, according to anecdotal reports from our
members, are not always being provided as part of a patient’s treatment protocol
under Part A. It is believed that patients may be forced to wait until Part B can
be billed separately to provide such items as prosthetic legs. Proper fitting as well
as training by therapists in the use and care of the prosthesis are required before
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the patient leaves the SNF, especially for safety of the patient when s/he returns
home and to community life.

The Committee should conduct an inquiry on this issue and consider legislation
to allow these items and services, the costs of which are controlled by existing Medi-
care limits, to be billed separately to assure needed equipment and services are pro-
vided in a timely and appropriate manner. Patients should not have to wait until
the end of their SNF stay to obtain a proper, well-fitting and functional prosthetic
leg or arm. Yet the current payment amounts appear inadequate for facilities to be
compelled to provide them as soon as possible.

In addition, AOTA urges the Committee to investigate how an outlier system
might be developed to assure that patients that do not fit into even the highest re-
imbursement categories are not deprived of necessary services.

MAINTAIN INTENT OF OBRA; CONDUCT STUDIES

The protection of the health and quality of life of nursing home patients has been
frequently addressed by Congress. Congressional intent and expectations are clearly
stated in the protections included in the 1987 Omnibus Budget Reconciliation Act
which assure the public interest in patients maintaining highest possible function,
being free of inappropriate restraints, and achieving optimum physical and mental
health. AOTA believes that it is Congress’ duty to assure that the changes it made
in the Balanced Budget Act are not implemented in a way that is contrary to the
important safeguards established in OBRA.

Because our members are being laid off, are spending less time with patients be-
cause of cutbacks in hours, and are being asked to adhere only minimally to stand-
ards of appropriate practice, AOTA is concerned that there will be increases in
health and other problems in nursing facilities. We believe the Committee should
ask GAO to act on its concerns about SNFs under PPS and immediately undertake
a monitoring effort to look at questions such as the following:

Comparing charts of similar patients one or two years ago with post-PPS charts,
are there changes in patient routines? (E.g., are patients in bed more and moving
to activities less?)

Is use of pharmaceutical or other restraints increasing because reduced hours of
receiving therapy are causing cognitive or behavioral problems?

Is there an increase in problems such as decubiti ulcers (bed sores), incontinence,
pneumonia, and circulatory problems which can be linked to fewer hours spent re-
ceiv;ng therapy, and loss of function and slower recovery due to receipt of less ther-
apy?

Are there more feeding and hydration problems because occupational therapy or
speech-language pathology services are not provided to address feeding or swal-
lowing problems?

Is nursing staff following different routines with patients because of increased
burdens of care due to less access to therapy?

AOQTA is aware that there are concerns about some therapy services provided to
SNF patients in the past. Even if some therapy was improperly documented or not
appropriately authorized, the reductions in the amount of therapy patients are and
will be receiving based on the staff and contract cuts observed in the SNF sector
are, in our view, disproportionate to reductions in payment and to any amount of
possible overutilization. AOTA is very concerned for patient well being and protec-
tion under Medicare standards and the OBRA requirements.

AOTA urges the Committee to move forward with dispatch on its agenda to hold
hearings on the implementation of the PPS and on quality issues. AOTA urges the
Committee to pursue efforts to gather better data on the status of patients and the
care they are receiving. AOTA urges the Committee to address the needed adminis-
trative and legislative changes that can improve the PPS system, enabling it to
achieve cost savings without sacrificing patient health, safety and well-being.

Statement of Mark Knight, Association for Ambulatory Behavioral
Healthcare, Alexandria, VA; Al Guida, National Mental Health Associa-
tion, Alexandria, VA; and Pope Simmons, National Council for Commu-
nity Behavioral Healthcare, Rockville, MD

To: A.L. Singleton, Chief of Staff

From: Mark Knight, Executive Director, Association for Ambulatory Behavioral
Healthcare; Al Guida, Vice President, Government Affairs, National Mental
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Health Association; Pope Simmons, Vice President, Government Relations,
National Council for Community Behavioral Healthcare
Re: Management of the Medicare Program Hearing on February 11, 1999 at 2:30
pm
Date: February 24, 1999

Thank you for the opportunity to share our perspective on the current problems
impacting on the Medicare Partial Hospitalization Program and to suggest ideas on
legislative and administrative solutions.

The findings in the October 1998 Office of the Inspector General report, Five
State Review of Partial Hospitalization Programs at Community Mental Health
Centers,” address two separate issues, which understood together, are very trou-
bling indeed. The first issue has to do with the definition(s) of Community Mental
Health Centers as a venue for providing Partial Hospitalization Services, and the
second, with concerns related to medical review of partial hospitalization claims. We
will discuss each of these issues in turn and then explain how taken together, they
have contributed to the serious problems identified in the OIG report. Finally, we
will make some suggestions on legislative and administrative solutions.

1. Federal definition and State-by-State implementation of Community Mental
Health Centers has been unclear and inconsistently interpreted from their inception,
more than 30 years ago.

In 1990, when Section 1861 (ff) of the Social Security Act was amended to permit
community mental health centers to provide Medicare covered partial hospitaliza-
tion services, there was a recognition that many Medicare recipients were individ-
uals with serious and persistent mental illnesses who were being treated in commu-
nity systems of care; and further that a level of care between inpatient and out-
patient service would benefit the recipient and avoid costly and unnecessary inpa-
tient hospitalization.

However, the law was vague and created a loophole. It defined a community men-
tal health center as an entity which (1) provides services described in section 191601
4 of the Public Health Service Act!, and (2) meets applicable licensure or certifi-
cation requirements for community mental health centers in the State in which it
is located. In order to receive a Medicare provider number under current law, a
CMHC simply has to sign an attestation agreement that it meets these two require-
ments. Since the operational meaning of the Public Health Service definition has
never been clearly defined (and has been differentially interpreted across time and
place)—and nearly two/thirds of the states have no distinct CMHC licensure re-
quirements, some individuals and newly created organizations took advantage of
this loophole and got into this program for the wrong reasons.

2. The original authorizing language (Section 1861 (ff) of the Social Security Act) de-
fining partial hospitalization and the physician certification requirement in Section
1835(a)(2)(F) has created contradictory language resulting in confusion as to the type
of patient who is appropriate for partial hospitalization and the kinds of services that
would be considered covered services under the Medicare program.

In Section 1861 (ff), partial hospitalization is defined “as those services which are
reasonable and necessary for the diagnosis or active treatment of the individual’s
condition, reasonably expected to improve or maintain the individual’s condition and
functional level and to prevent relapse or hospitalization.”

In Section 1835(a)(2)(F), it states that as a condition for reimbursement, a physi-
cian must certify that “the individual would require inpatient psychiatric care in the
absence of partial hospitalization services.”

According to the former, if the service simply prevented relapse and maintained
the patient’s level of functioning, such services would fall under the definition. In
contrast, the physician certification requirement is explicit that the patient must be
in an acute situation (i.e., in imminent need of hospitalization).

3. Taken together, these contradictions and vagaries of the law have made the Medi-
care PH program a very difficult program for HCFA to implement and for its con-
tractors to adjudicate.

When combined, the lack of clarity in the law, inconsistencies in interpretation,
and wide variance in implementation of both Community Mental Health Center

1These services include: (1) outpatient services to children, the elderly, and the serious and
persistent mentally ill, (2) day treatment, psychiatric rehabilitation, or partial hospitalization
services, (3) 24 hours a day emergency care, and (4) screening for patients being considered for
admission to a mental health facility.
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definitions and Partial Hospitalization Programs, create a double-edged sword for
Community Mental Health Centers attempting to provide a legitimate, authorized
venue and appropriate covered services to beneficiaries for whom partial hospitaliza-
tion is medically necessary. Likewise, the absence of clear and consistent interpreta-
tion invites fraud and abuse in both CMHC and Hospital-based Partial Hospitaliza-
tion Programs.

4. How has this played out in the implementation and adjudication of this program?

There have been recent efforts to clarify both the Medicare definition of Commu-
nity Mental Health Centers as a venue for the purpose of providing Partial Hos-
pitalization Services, and the definition of the Partial Hospitalization Program itself.
Both efforts have been wrought with significant challenges.

(A) Efforts to clarify the definition of a CMHC.—Current efforts have underscored
the conflicting current definitions of the Community Mental Health Center core
services. Earlier this year, HCFA central office and its Southern Consortium (Re-
gions 4 and 6) implemented a project to verify that CMHCs were providing the four
core services to which they attested in their original agreement. Beginning in Janu-
ary 1998 and ending on August 30, site visits were conducted at all current Medi-
care CMHCs and selected applicants in Florida, Texas, Georgia, Mississippi, Arkan-
sas, Alabama, South Carolina, Tennessee, and Louisiana. This initiative was prob-
lematic because what was being verified was not clearly defined in measurable,
operational terms, and in some cases, those conducting on-site visits had no psy-
chiatric training.

Where this problem is most dramatic is in the interpretation of the core service
defined as “screening for patients being considered for admission to a state mental
health facility.” HCFA is interpreting this requirement to mean that the entity con-
ducting the screening must also have the authority to admit the patient to a state
mental health facility. While all CMHCs had the authority to admit patients to
state mental health facilities following enactment of the Community Mental Health
Center Act of 1963, since that time, the system has changed considerably. Cur-
rently, some CMHCs have a contract to do this and others do not, and some are
simply not able to get such a contract because they are not considered part of the
public system. Further, in some states, there is not a state mental health facility
to which patients can be admitted. Finally, in some states, only the state mental
health facility has the authority to admit a patient.

(B) Efforts to clarify who is appropriate for Medicare PHP and which services are
covered.—Medical review policy is at the discretion of individual fiscal inter-
mediaries. HCFA’s 1995 National Memorandum on Partial Hospitalization and the
1997 Model Local Medical Review policy have helped to clarify certain guidelines
for medical review overall, but these are inconsistently interpreted and regarded by
fiscal intermediaries at a local level. What constitutes a provider’s compliance and
results in payment under one fiscal intermediary, could easily fail to comply and
result in denial of payment under a different fiscal intermediary. Increasing scru-
tiny of Partial Hospitalization will not be a useful tool unless we clarify, understand
and achieve greater consistency of the fiscal intermediary local medical review poli-
cies against which programs are scrutinized. Therefore, aggregation of Partial Hos-
pitalization denial rates across fiscal intermediaries is not a valid measure at
present.

5. Recommendations.

1. The law should be amended to clarify the definition of a CMHC and of partial
hospitalization. In regard to the former, the four core service definition should be
amended so that it accurately reflects how community mental health centers cur-
rently operate (See National Council for Community Behavioral Healthcare).

In regard to the later, challenges with the Medicare partial hospitalization pro-
gram present an opportunity to reconsider Medicare coverage of the continuum of
mental healthcare. Because of gaps in coverage, in some cases, patients may be ad-
mitted to PH when they would benefit from a less intensive level of care. Thought
should be given to building upon the demonstration program in H.R. 2640 which
would permit CMHCs to provide a more flexible array of mental health services. In
a similar vein, the 120 day intensive nonresidential treatment services benefit that
was proposed in 1994 as part of the Democratic healthcare reform legislation should
be dusted off!

2. A formal rulemaking process should be initiated as soon as possible to develop
clear and measurable certification standards with industry, clinician and patient
input. HCFA should expedite a regulatory process for promulgating clear conditions
gf pa}yticipation. This approach is consistent with that taken with other Medicare

enefits.
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GREEN CROSS, INC.
Miawmi, FLORIDA
February 24, 1999

A.L. Singleton, Chief of Staff,
Committee on Ways and Means

U.S. House of Representatives

1102 Longworth House Office Building
Washington, D.C. 20515

Re: Oversight of HCFA’s Management of Medicare: For inclusion in the printed
record for the hearing of Feb. 11, 1999.

To Whom It May Concern:

HCFA has grossly mismanaged the Medicare Program as it relates to Mental
Health Care. In the State of Florida HCFA failed to publish conditions of participa-
tion for Community Mental Health Centers. When this area blew up with several
hundred centers, then HCFA proceeded to use Draconian methods to crack down
and close programs without gauging the damage that this would do to patient care.
Hence, we have a problem created by HCFA’s poor management, giving out provider
m:imbers freely to anyone who applies, then using a reckless approach to kill the
industry.

Mental Health Care in Florida has been underserved and underfunded for years.
The Federal Government agreed to allow Mental Health Centers to provide Partial
Hospitalization Services and have it reimbursed by Medicare. In Florida, there were
no guidelines or licensure protocols for Community Mental Health Centers, and
HCFA provided none. So, by 1997 there were more programs in Florida than in any
other state. Almost anyone could apply and receive a provider number for this serv-
ice. Again, this could have been averted if HCFA would have issued guidelines or
conditions for participation like they do in almost all other areas of health care.

To further compound this problem Partial Hospital Benefits was placed under cost
reimbursement. That is, programs are reimbursed on cost. The higher the cost, the
greater your reimbursement. This again encouraged ever escalating cost on top of
the ever escalating number of providers.

By the end of 1997 it was clear that the industry had gotten out of hand. There
were providers in every street corner and costs were growing exponentially. HCFA
then decided to crack down using a three-pronged approach: (1) Medical Review in-
structing the fiscal intermediary to implement a Medical Review of charts placing
programs on a 100% and denying all charts based on not meeting admission criteria.
(2) Provider Audit and Reimbursement Department (PARD) (3) Criteria for Commu-
nity Mental Health Centers inquires of service.

On the issue of Medical Review, Blue Cross and Blue Shield of Florida took a
stance of denying almost all charts reviewed placing programs on 100% review,
thereby shutting off all funding to the program. When confronted with these facts,
Curtis Lord, President of First Coast Services made a statement “There was a point
by last March or April where we kicked a lot of people up to 100% without regard
to all this. We made a concerted effort to bump the majority of providers up to 100%
until we could get a handle on what was going on, and I don’t think we did that
by considering all individual cases. I think it was a pretty large movement of the
community to a 100% review” (exhibit A) at a meeting with representatives of the
Florida Association of Community Mental Health Centers (FACMHC). A local con-
tingent of Congressmen and women became involved and a letter was sent to Sec-
retary Donna Shalala (exhibit B). After having a meeting in Atlanta in which Ms.
Rose Crum-Johnson of HCFA’s Atlanta Office agreed to accept a sampling of charts
that had been denied by Blue Cross & Blue Shield, and to send them to an inde-
pendent psychiatrist that HCFA would contract. As can be seen in the results re-
ported to us by HCFA (exhibit C) “sixteen of the eighteen patient for whom charts
were submitted were eligible to receive PHP.” This re-confirms the grossly inappro-
priate and unfounded decision to place programs on 100% medical review and deny
all claims for the same issues—especially when those reviewing the claims were far
less qualified than a psychiatrist. This pattern of poor management is further com-
pounded by the action of the Provider Audit and Reimbursement Dept. (PARD).

PARD typically takes two years to complete a desk review of a cost report, at
which time they are able to deny listed expenses as non reimbursable. In many
cases, these decisions are taken in an arbitrary manner. If an expense was incurred
two years ago and hence continued in a program’s budget through the present day
then their adjustment will reverberate across three years into the current year.
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Hence, an adjustment to one year when multiplied by three can result in a dev-
astating impact to a program. PARD does not issue clear guidelines on what it feels
are reasonable costs and salaries. PARD never requests a proposed budget for the
future for review which would aid in planning and management. Instead, their ad-
justments are retrospective when money has already been spent on patient care. If
a cost report shows an amount payable back to the Medicare Program they want
the money immediately. If it shows a receivable to the program then they hold on
to the funds until they complete their desk review two years down the line. The
issue of compensation for bad debts is also an area of great concern as far as PARD.
In Florida, the Medicaid Program, which at the Federal level is administered by
HCFA, refused to grant crossover provider numbers to many PHP programs early
on. Hence, programs serving the poor were unable to collect the 20% co-payment
and deductible from Medicaid. In filing cost reports, these are very real bad debts.
However, it has been the policy to deny these bad debts as reimbursable costs be-
cause Medicaid should have covered it. Hence, programs are left in the untenable
position of subsidizing the State’s Medicaid Program. An example of this can be seen
in (exhibit D), a letter from Steel Hector & David, LLP to the State of Florida’s At-
torney, Gordon Scott. Many of these issues still remain in contention without final
resolution. If resolved unfavorably it can be devastating and shut down any program
finding itself in this quandary.

The third prong of this assault comes from the “Core Areas of Service” to qualify
as a “Community Mental Health Center.” HCFA has never issued conditions of par-
ticipation and has never been clear as to what constitutes compliance. In the last
18 months HCFA has been ever more nebulous and at the same time aggressive
in trying to “decertify” programs for not fulfilling the four core areas of service. Al-
most all programs have some compliance plan in place. However, since HCFA con-
stantly changes its articulation of criteria they leave open the possibilities of “pull-
ing out the rug” from under a program claiming it doesn’t meet their latest, arbi-
trary and hazy interpretations (see attached exhibit E).

A summary of how many of these issues can affect a program can be seen in the
letter sent to Mr. Michael Hash, Deputy Administrator of HCFA, in reference to
Green Cross, Inc., a Joint Commission accredited facility in South Florida (exhibit
F). In conclusion, in the area of outpatient mental health services, HCFA has dem-
onstrated extremely poor management of the Medicare Program. Without question,
patients have been very much affected and have expressed great concern (exhibit
G is a letter of concern from patients). Action needs to be taken so that HCFA and
its contractors act in a professional manner and work with providers to care for the
nation’s sick and needy rather than persisting in an adversarial relationship. When-
ever there is “fraud and abuse,” I suggest the main culprit is weak and poor man-
agement on the part of HCFA.

Should you have any further questions or require any more information, please
do not hesitate in contacting me. ~
MIGUEL A. NUNEZ JR., M.D.

[Attachments are being retained in the Committee files.]

Statement of the Health Insurance Association of America

The Health Insurance Association of America (“HIAA”) is pleased to present this
written testimony to be added to the records of your hearing of February 11, 1999
on the “Management of the Medicare Program.” As the preeminent health insurance
trade association, HIAA is the principal voice of the broadest spectrum of the health
insurance industry. HIAA represents over 265 members that include commercial in-
surers, health maintenance, preferred provider and managed care organizations and
businesses that provide products and services to the health insurance industry. To-
gether, HTAA members provide health, long-term care, supplemental, and disability
income insurance coverage to more than 110 million Americans. Association mem-
bers include companies currently serving as Medicare+Choice managed care contrac-
tors, companies who are considering offering new Medicare+Choice options, and
companies that have recently withdrawn from the Medicare+Choice program, giving
us a unique perspective on the issues under review by this Committee.

I am pleased to have this opportunity to discuss the implementation of the
Medicare+Choice program with you and to share a few of our principle concerns. We
believe that the Medicare+Choice program represents an essential component in the
government’s effort to ensure the financial survival of the Medicare program and
to meet the health care needs of the baby boom generation as we move into the 21st
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Century. HIAA applauds the Commerce Committee for its role in shaping these bold
Medicare reforms through the Balanced Budget Act of 1997. Recent developments,
however, suggest that the Committee’s work is not yet done. To ensure the promise
of the reform, and to facilitate beneficiary choice under the Medicare program, addi-
tional legislative and policy modifications must be made.

CONCERNS ABOUT LOW ANTICIPATED MEDICARE+CHOICE ORGANIZATION PAYMENT
RATE INCREASES

1. Limits on Annual Increases in Capitation Rates and Concerns Regarding the New
Proposed Risk Adjustment Methodology Threaten the Continued Attractiveness of the
Medicare+Choice Program to Beneficiaries and Providers

a. Most Plans Will Experience Cost Increases From Medical Inflation That Exceed
Payment Increases During the Coming Year.—Perhaps the greatest threat to the
success of the Medicare+Choice program is the collective impact of changes in Medi-
care’s payment methodology enacted by the BBA. In order to achieve a successful
partnership between the federal government and Medicare+Choice organizations,
program rules must: (1) allow payment rates that recognize and adjust for the ac-
tual costs of providing health care and permit necessary investment in clinical and
operational improvements, and (2) incorporate financial incentives to reward those
Medicare+Choice organizations that achieve the government’s economic, clinical and
operational objectives.

As set forth in Section 1853(c) of the BBA, Medicare+Choice organizations will be
paid the greater of:

(a) a blended capitation rate, which is the sum of a percentage of the area-specific
capitation rate and a percentage of the national Medicare+Choice capitation rate
(the percentage balance will change over time until it reaches a 50/50 blend in
2002); or

(b) a minimum amount, which is $379.84 per enrollee per month in 1999; or

(c) a minimum percentage increase for 1998 equal to an increase of 2 percent of
the 1997 Adjusted Average Per Capita Cost (“AAPCC”) rate for the particular coun-
ty, with increases of 2 percent in each subsequent year.

Due to a budget neutrality requirement, the blended capitation rate was not avail-
able in 1998 or 1999. The Health Care Financing Administration (HCFA) antici-
pates, however, that the blend will apply for the first time in the year 2000. While
the majority of counties will receive blended payments, it is HIAA’s understanding
that approximately 30 percent of counties will continue to receive the floor amount
and 11 percent of counties will receive the minimum two percent increase.

The practical result, based on actual Medicare+Choice enrollment, is that
Medicare+Choice organizations serving a majority of Medicare beneficiaries enrolled
in such organizations will receive rate increases of the minimum 2 percent or only
slightly more. For many—if not all—of these organizations, this increase would not
be sufficient to cover the increased cost of providing mandated services, given pro-
jected medical inflation!. This, combined with the fact that many Medicare+Choice
organizations experienced significant losses in 1998 (and anticipate additional losses
in 1999), forecasts trouble for the program.

Indeed, inadequate reimbursement rates largely were responsible for the re-
trenchment of Medicare+Choice plans last Fall. At that time, some of the most re-
spected Medicare+Choice organizations in the country withdrew from states and
counties with low capitation rates. Other withdrawals occurred in low enrollment
areas even though capitation rates were above average. As reported, 42 health plans
decided to withdraw from the Medicare+Choice program and 53 plans decided to cut
back their services. In all, about 400,000 Medicare beneficiaries were effected. To
put this in perspective, HCFA averaged two Medicare risk contract cancellations per
year from 1993 through 1997.

The use of the blended rate for some Medicare+Choice plans for the first time in
2000 is clearly a step in the right direction in terms of ensuring fair and adequate
reimbursement. However, HIAA strongly believes that additional adjustments are
necessary to attract and maintain the number and diversity of Medicare+Choice or-
ganizations necessary to establish a sound and attractive market-based alternative
to the traditional fee-for-service program.

1The budget for fiscal year 2000 includes funding original fee-for-service Medicare that re-
flects anticipated increases in medical costs over a five year period of 27% and an increase in
the Federal Employee Health Benefit Program of about 50%. Estimates of the likely growth for
Medicare+Choice plans in high paying counties for the same period is less than 10%.
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Accordingly, HIAA urges Congress to reconsider the artificial and arbitrary limits
on capitation rate increases set forth in the BBA. Specifically, HIAA suggests that
annual increases in Medicare+Choice payment rates be sufficient to fully cover med-
ical inflation experienced in the local markets. Because local employer health plans
and other commercial customers have a tremendous incentive to keep costs down,
they will positively affect the inflation rate in each market. If the current reim-
bursement structure is not adjusted, more Medicare+Choice organizations are likely
to withdraw from areas served and beneficiaries enrolled in the remaining plans
will likely experience premium increases or reduced benefits. Finally, as
Medicare+Choice plans leave the market, the original Medicare program (with its
higher per capita costs) will have more beneficiaries and put additional strain on
both the Part A Trust Fund and the budget.

b. The New Risk Adjustment Methodology Will Substantially Reduce Payments to
Medicare+Choice Organizations.—Change in the Medicare+Choice payment calcula-
tions is all the more necessary because the risk adjustment process which HCFA
is implementing is expected to substantially reduce aggregate payments to
Medicare+Choice plans while adding additional administrative requirements and ex-
penses. According to preliminary HCFA estimates, total Medicare+Choice plan reve-
nues for the year 2000 are projected to be $200 million less than they would have
been under the Adjusted Average Per Capita Cost (“AAPCC”) payment method and
$6.3 billion less in 2004. As a result, some plans will see even their minimum two
percent increase eroded in 2000 as the risk adjustment methodology is phased in.
Thus, what began as a straightforward effort to more accurately compensate plans
for the health care costs of their particular members will, unexpectedly, result in
an overall reduction in funds to Medicare+Choice organizations.

This development runs counter to HIAA’s understanding of Congressional intent,
i.e., that the savings resulting from the percentage reduction? in plan payments for
years 1998 through 2002 was intended to be in lieu of any net program savings from
risk adjustment. (Indeed, the Congressional Budget Office did not score any pro-
jected savings in connection with the risk adjustment program under BBA 97). The
new methodology, and huge projected revenue reductions, underscores HIAA’s con-
cerns regarding the inadequacy of plan payments under Medicare+Choice. To the
extent that the proposed HCFA risk adjustment methodology translates into a sig-
nificant overall decrease in payments for the Medicare+Choice program, it will un-
doubtedly be an additional deterrent to program participation. Accordingly, HIAA
urges Congress to require HCFA to modify the risk adjustment methodology so that
aggregate payments to Medicare+Choice plans for 2000 and beyond are based on ag-
gregate BBA adjustments, making the risk adjustment process budget neutral.

c. The User-Fee “Tax” on Medicare+Choice Organizations for Beneficiary Edu-
cation is Inequitable and Reduces Even Further Payments to Medicare+Choice Orga-
nizations.—HIAA strongly supports educating and informing Medicare beneficiaries
about all coverage options, including the Medicare+Choice program, and supplying
beneficiaries with straightforward, unbiased information to help them choose appro-
priate coverage. That said, we are concerned that the BBA, to support beneficiary
education activities for all 37 million beneficiaries, places a “user fee tax” on
Medicare+Choice organizations only.3 The educational campaign is a benefit to all
Medicare beneficiaries. Indeed, initial information suggests that the toll-free number
HCFA established last year with funds from the $95 million dollar “tax” assessed
upon Medicare+Choice organizations primarily fielded calls from beneficiaries seek-
ing information about the fee-for-service program. Considerations of equity dictate
that the educational program—which informs beneficiaries about basic program
benefits and requirements—be funded from the Medicare trust fund, or another
broad-based source of revenue, as are other such essential program functions.

We note that this tax, which is .355% of the total monthly payments to each
Medicare+Choice plan in 1999, further exacerbates the problems outlined above con-
cerning inadequate reimbursement. Indeed, when the user fee tax is combined with
potential large revenue reductions from risk adjustment, some existing
Medicare+Choice plans will see little or no increase in their payment rates from

2In addition to the 5 percent reduction in payment from fee-for-service costs which existed
prior to the BBA, the increase in payment to Medicare+Choice organizations under both the
blended rate and the floor will not fully reflect anticipated medical inflation. A reduction of 0.8
percent was made in 1998 and reductions of 0.5 percent are to be included in 1999 through
2002. The cumulative effect of these reductions will be that even the blended rate adjustment
will be inadequate. This, coupled with the insufficient increases in the minimum rate, will un-
dermine Congressional intent to encourage growth of Medicare+Choice options for seniors in low
cost areas.

3 Medicare+Choice organizations essentially pay a “head tax” (i.e., an amount based on the
number of Medicare+Choice enrollees in their plan) to support the public information program.
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1999 to 2000 even though HCFA is using a phase-in of an interim risk-adjustment
methodology.

The cumulative effect of these three payment reductions will vary depending upon
the relationship of the current payment, current benefits, and the number of bene-
ficiaries enrolled.

In your district, Chairman Thomas, there were 33,527 beneficiaries enrolled in
Medicare risk plans (or 29.1% percent of Medicare beneficiaries). We project* that
Medicare+Choice plans will receive only 53.3% percent of the increase per capita rel-
ative to Medicare fee-for-service increases. We also project an increase in the 65+
population from 103,296 in 1998 to 117,030 in 2003. If Medicare+Choice options are
withdrawn or have less perceived value by then, a reduction of Medicare+Choice en-
rollment to 75 percent of existing numbers would reduce the savings from BBA for
2003 by $14.6 million ® from your district alone.

In your district, Representative Stark, there were 137,276 beneficiaries enrolled
in Medicare risk plans (or 41.9% percent of Medicare beneficiaries). We project that
Medicare+Choice plans will receive only 46.2% percent of the increase per capita rel-
ative to Medicare fee-for-service increases. We also project an increase in the 65+
population from 312,704 in 1998 to 351,438 in 2003. If Medicare+Choice options are
withdrawn or have less perceived value by then, a reduction of Medicare+Choice en-
rollment to 75 percent of existing numbers would reduce the savings from BBA for
2003 by $72.8 million from your district alone.

Overall, the average increase per capita to Medicare+Choice plans will be 49.5%
of the expected increase in the period 1997 to 2003 per capita to the fee-for-service
portion of Medicare. In some areas of the country, Medicare+Choice plans may get
less than $50 more per month over this entire period to deal with medical inflation.

2. The May 1 Deadline for Filing ACRs Has Created Serious Problems in the Admin-
istration of the Medicare+Choice Program and Should Be Changed to November 1

The BBA moved the deadline by which Medicare+Choice plans must submit their
adjusted community rate (ACR) proposals from November 1 to May 1. This was
done in order to allow HCFA sufficient time to approve rates and include this rate
information in the materials to be distributed to beneficiaries as part of the edu-
cational campaign. The problem with this time frame is two-fold. First, by submit-
ting proposals seven months in advance of the actual effective date (i.e., January
1), plans place themselves at substantial risk that health care costs will rise in un-
expected ways in the latter half of the year and thus not be captured in the pro-
posals. This is what occurred last year, contributing to the decision by many
Medicare+Choice organizations to not renew their Medicare+Choice contracts for
1999, or to reduce their service areas. Also, proposals submitted by May 1st are
based on relatively limited claims experience with the Medicare beneficiary popu-
lation enrolled in the more rapidly growing plans and are thus less likely to be accu-
rate predictors of costs than proposals based on a longer period of time. Accordingly,
HIAA proposes moving the ACR deadline to November 1 or as close to that date
as operationally possible. ¢

In regulations published earlier this month, HCFA “recognize[d] the difficulties
inherent to estimating the cost of a benefit package for 2000 based on at most 4
months of experience under the 1999 benefit package,” but indicated that it had no
discretion in this matter due to the statutory mandate. The President’s fiscal year
2000 budget includes a proposal that would extend the deadline for ACR submis-
sions until July 1. HCFA strongly supports this proposal. Given the importance of
this issue to Medicare+Choice organizations, and the concerns involved HIAA urges
the Committee to take steps to put in place a permanent workable deadline for ACR
submissions and suggests that an ACR date of November 1.

3. Congress Should Return to the Previous Policy Allowing Flexible Benefits and Pre-
miums Within a Service Area

4Qur projections of the change from 1997 to 2003 utilize September 1998 enrollment figures,
a 1998 Price Waterhouse report on Medicare Capitated Payments, and reflect HCFA’s assump-
tion for the average cost to Medicare+Choice organizations of risk adjustment.

5Lost savings, based on the difference in projected per capita payments to HCFA vs.
Medicare+Choice, multiplied by the potential Medicare+Choice enrollment less 75 percent of cur-
rent enrollment.

6 We recognize that HCFA may prefer a date earlier than November 1 in order to collect infor-
mation for the annual public information campaign. We believe that HCFA’s public information
objectives can be met while permitting Medicare+Choice organizations to submit ACRs on the
old schedule. Working with third party publishers, including daily newspapers, HCFA could
more than adequately distribute plan specific information to beneficiaries in a timely fashion.
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Historically, Medicare risk contractors were able to offer different benefit or
charge structures within a given contracted service area. For example, modified ben-
efit packages were often developed and offered in a subset of the contracted service
area. While Medicare beneficiaries residing in the segmented service area were of-
fered a uniform array of benefits at a uniform price, uniformity was not required
across the entire service area. This flexibility was important because it allowed con-
tractors to adjust their benefit package and premium structure to take into account
differences in capitated payment rates received, which varied by county.

In the BBA, Congress mandated a new policy requiring that organizations offer
uniform benefits and premiums throughout a service area, despite varying payment
levels. Under the Medicare+Choice regulations, an organization may offer multiple
plans and propose different services areas for each plan. (Were this not the case,
organizations would be discouraged from expanding to outlying rural counties
that typically offer lower reimbursement rates.) This regulatory policy allows
Medicare+Choice organizations to achieve results similar to the original flexible ben-
efit policy, but only at significant additional expense. Instead of one ACR being filed
for a broad service area with benefits modified to reflect anticipated revenues, as
used to be the case, multiple ACRs must be generated for separate Medicare+Choice
plans by each organization, and reviewed and approved by HCFA. The Congres-
sional mandate thus imposes significant administrative costs on the organizations
and the agency, with absolutely no benefit to beneficiaries. Therefore, HIAA urges
Congress to repeal the uniform benefits and premium provisions of the BBA.

IN MANY PLACES THE REGULATIONS ARE OVERLY RIGID AND DEMANDING SO THEY
BECOME AN IMPEDIMENT TO SMALL AND/OR RURAL MEDICARE+CHOICE ORGANIZA-
TIONS

1. The Quality Assurance Approach is Misguided

HIAA believes that some form of quality standards are important to any market-
based approach to Medicare. Without quality standards, or some other performance
measurement, the added costs of maintaining quality will be difficult to present fair-
ly although over time, it will be obvious. That being said, HIAA has serious concerns
about the breadth and depth of the onerous quality assessment, performance im-
provement and performance measurement standards developed by HCFA.

a. Performance Measures Should Vary More by Type of Plan.—As an initial mat-
ter, we believe that performance measures should be designed to fit the services of-
fered by various types of plans. HCFA, however, has essentially embraced a “one
size fits all” approach. As a result, it is unlikely that Medicare+Choice PPO plans
that offer a broad choice of providers to beneficiaries (but are loosely “managed”)
will be able to meet the quality requirements. Similarly, the extensive quality-re-
lated requirements applied to MSA plans and private fee-for-service plans are likely
to deter the necessary investment required before these types of plans can be of-
fered. The bottom line is that the HCFA regulations are so inflexible that few op-
tions other than existing managed care arrangements with large numbers of bene-
ficiaries can be developed. As a result, beneficiary choice will suffer, and a key goal
of the Congress’ work on BBA will have been defeated. In rural areas with no exist-
ing private health plan options, these regulations effectively preclude any chance
that new choices will develop under most reasonable financial scenarios.

b. The Extensive Data Collection Proposed Is Not Necessary.—Second, the exten-
sive data collection and reporting efforts required under the regulations will add sig-
nificant administrative costs to Medicare+Choice organization operations. We ques-
tion whether these costs are justified or desirable, and whether the quality assur-
ance goals might not be met just as well through alternative approaches. HIAA
strongly believes that consumers, not government officials, should dictate through
their plan choices the extent and nature of quality improvement, balanced against
costs. Under this approach, organizations that are responsive to consumer pref-
erences would be rewarded with greater market share. Fewer government resources
would be required for oversight.

HCFA could, however, play a central role in ensuring that minimum standards
are met and encouraging quality initiatives through flexible, incentive-based stand-
ards established by contracts. HCFA is to be congratulated for posting beneficiary
satisfaction survey results and other such information on the Medicare internet site
(www.medicare.gov). In HIAA’s view, this would be far superior to the current prac-
tice of setting detailed regulatory mandates which run the risk of leading to micro-
managing and encouraging uniformity at the price of creative experimentation.

In trying to determine the cost of the extensive data collection effort proposed,
HIAA notes that many health care organizations, particularly those with loosely
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managed network-style delivery systems (such as PPOs) do not currently have the
capability to capture or report performance data at the level being proposed. The
BBA’s limitations on increases in capitation rates means that outside sources will
be required to fund system upgrades. Even if financially possible, the time required
for procurement, installation, training, and validation are not consistent with
HCFA’s scheduled implementation and reporting requirements for Medicare+Choice
plans. As a result, these quality assessment requirements will be a significant deter-
rent to expanding senior’s choices as potential new plans decide not to participate
in the Medicare+Choice program. At the very least, HIAA believes that organiza-
tions making a good faith effort to meet the regulatory requirements should be pro-
vided a transition period where penalties would not be imposed. This is particularly
important given plan efforts to address Year 2000 computer issues.

¢. The “Deemed Status” Program Should Be Implemented Immediately.—Most
Medicare+Choice organizations already adhere to rigorous quality assurance review
by nationally accredited health care organizations. HCFA has provided by regula-
tion that Medicare+Choice organizations may be “deemed” to meet quality assess-
ment and performance improvement requirements if judged to do so by a national
accreditation organization approved by HCFA and applying HCFA’s standards for
assessing compliance. This approach has much merit. It would allow plans to work
with reviewers who already are familiar with their operations, creating obvious effi-
ciencies and potential cost-savings. HCFA has failed, however, to establish proce-
dures to implement the “deemed status” process. To date, HCFA has not designated
any national accreditation organization for this purpose, nor has it issued policy
guidance on how this process will work. HIAA urges Congress to direct HCFA to
promptly institute a procedure for awarding deemed status since this process has
the potential to reduce some of the substantial costs associated with HCFA’s exten-
sive quality assurance measures.

2. The Proposed Risk Adjustment Policy is Ill-Conceived

On January 15, 1999, HCFA announced its methodology for implementing the
risk adjustment mandate set forth in the BBA. While HIAA believes that improved
risk adjustment is an appropriate and essential long-term goal for the program, we
have serious concerns regarding the current HCFA proposal, which calls for the ini-
tial use of only inpatient hospital data. During the Administration’s proposed 5-year
phase-in period, plans would receive capitated payments based on a blend of pay-
ment amounts under the current demographic system and the interim (PIP-DCG)
risk adjustment methodology. For the year 2000, for instance, the HCFA plan calls
for a separate capitated payment rate for each enrollee based 90 percent on the de-
mographic method and 10 percent on the risk adjustment methodology. By 2004,
payment rates would be based on comprehensive risk adjustment using full (i.e., in-
patient and other) encounter data and the demographic method would not be used.
HIAA’s concerns with this proposal are both practical and programmatic.

First, the practical. The time frame for implementation outlined by HCFA is sim-
ply far too short. Given the significant technological considerations involved, it is
unreasonable for the agency to require that all Medicare+Choice organizations be
able to provide physician, outpatient hospital, skilled nursing facility and home
health data beginning as early as October 1, 1999. (HCFA has not yet identified a
specific date by which this information must be provided, creating additional uncer-
tainty.) The collection, verification, transmission and analysis of “representative” en-
counter data is a complicated endeavor. Capturing this data in a valid, accurate and
transferable manner will be a major challenge for most plans. Indeed, some HIAA
member companies that currently contract with HCFA do not have the technical ca-
pability to capture and transmit encounter data other than inpatient encounters.
Nor do our members with PPO and similar network-style delivery systems have the
capability to do so. They are simply not organized in a manner that will allow them
to collect this level of data.

Even if the capital for such purposes can be arranged, HCFA’s proposed time
frame is insufficient to allow Medicare+Choice organizations to procure and install
the required systems. Procuring systems that can accomplish these tasks requires
very careful planning and assessment, review of the capabilities of competing tech-
nologies and vendors. Time is needed to install the systems, modify provider con-
tracts if necessary to ensure adequate reporting to the Medicare+Choice plan, train
the staff (both at the Medicare+Choice organization and provider locations) and
verify and validate the data. All of these steps must be carefully executed or the
system will fail. These obstacles to compliance cannot simply be wished away. More-
over, the imposition of these costs on all Medicare+Choice plans will make the de-
velopment of rural plans even more difficult because they will continue to have
fewer beneficiaries enrolled compared to plans in other areas.
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The process by which information is communicated to, and received by, HCFA is
likely to present significant technological problems as well, if past experience is any
guide. HIAA members have experienced, and continue to experience, problems in
ensuring that accurate inpatient hospital data is transmitted via Medicare fiscal
intermediaries to HCFA.

Difficulties can also be expected as HCFA attempts to manipulate significant
amounts of data for the first time using the proposed PIP-DCG risk adjustment
model. The methodology developed by HCFA is complicated and requires numerous
steps. The process is yet untested. HCFA faces a monumental task in getting the
PIP-DCG system to work. We are awaiting the opportunity to review the plan-spe-
cific effects of the data collected to date. Moreover, as HCFA acknowledges, “the
PIP-DCG model is [simply] an interim step towards implementation of a com-
prehensive risk adjustment model (i.e., one which uses diagnoses from all sites of
service.)” HIAA strongly believes that the ambitious time frame proposed by the
agency rests on a flawed premise: namely, that all of the anticipated technological
and methodological problems can be resolved in the five-year window.

HIAA’s doubts in this regard are heightened by the fact that planned implementa-
tion coincides, at least initially, with agency efforts to ensure Year 2000 readiness,
both internally and in connection with Medicare+Choice organizations and other
contractors. If HCFA transitions to risk adjustment before the necessary fixes are
made and before reliable data are gathered and properly analyzed, the consequences
could be catastrophic for individuals enrolled in Medicare+Choice plans, as well as
the Medicare managed care program generally.

As if all this were not reason enough to delay implementation, HIAA has signifi-
cant programmatic concerns regarding the proposed risk adjustment model. First,
HIAA is concerned that variations resulting from excessive payments under the
original Medicare fee-for-service program have been incorporated into the risk ad-
justment calculation. Additional, unnecessary hospitalizations that have occurred
within the original Medicare Part A fee-for-service program, despite HCFA’s at-
tempt to fight this, are still significant. As a result, Medicare+Choice organizations
will receive lower payments through the proposed risk adjustment methodology.
HCFA should not penalize the managed care portion of Medicare for the program’s
failure to limit false or fraudulent claims and medically unnecessary hospitaliza-
tions. One approach to avoid this, would be to limit the use of risk adjustment so
that the total amount paid to all Medicare+Choice plans is not reduced but instead
redistributed among Medicare+Choice plans only.

Second, recognizing the fact that most federal agencies rely on sampling, HCFA’s
expectation of reported data on all individuals seems excessive. Given that even the
more comprehensive risk adjuster will not be able to fully reflect all differences,
HIAA believes that Congress should require HCFA to reexamine the use of plan-
based sampling to reduce the administrative burden on the plans, reduce the poten-
tial for errors in the start-up phases, and increase the privacy of each individual’s
sensitive medical information.

Third, HIAA strongly believes that it is poor public policy to base risk adjust-
ment—even temporarily—on inpatient hospital data only. Such an approach, even
with the adjustments that HCFA has made to its initial risk adjustment proposal,
would reward Medicare+Choice plans with excessive hospital use, and penalize
plans that have effectively reduced inpatient hospitalizations and focused on pro-
viding more care on an outpatient basis. The incentives created by a risk adjust-
ment methodology based exclusively on inpatient hospital data could result in in-
creased inappropriate hospital use, increased avoidable costs, and a set back in the
effort to realize greater efficiency in the health care system. Beneficiaries enrolled
in plans with a relatively high proportion of members who receive care for expensive
chronic illnesses outside the hospital setting would be particularly harmed.

For all these reasons, HIAA urges HCFA to delay the implementation date of risk
adjustment beyond January 1, 2000. Since HCFA believes it does not have the au-
thority to do this, Congress should revise the implementation date. While the effort
to collect encounter data should proceed in a careful and deliberate manner, changes
in payment methodology based on risk adjustment should not be implemented until
complete and reliable encounter data are available. To ensure the validity of the
data and a viable risk adjustment process, Congress should direct HCFA to (1) con-
duct a demonstration project aimed at validating the proposed methodology and (2)
identify less costly and less data intensive ways of performing risk adjustment.

IMPACT OF BBA IMPLEMENTATION ON MEDIGAP PLANS

A number of HIAA members offer some or all of the Medigap standard plans.
These members are concerned with the impact of the continuing implementation of
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BBA on the premium increases they must pass on to the many seniors trying to
maintain this valuable protection.

Seemingly socially responsible actions, allowing increased anti-selection when
guaranteed issue opportunities are expanded beyond the first six months following
attaining age 65 will require higher premiums. HIAA does not believe that only
those seniors purchasing individual Medigap should have to bear this extra cost.

Proposals to expand Medigap drug coverage, legislation to allow specialty pro-
viders to select their highest cost patients and pay only the average rate while re-
ceiving Medicare and Medigap payments on every single one of these insureds, and
regulations seeking to expand the scope of guaranteed issue are examples of why
HIAA opposes mandates. In the name of expanding access, they result in increased
costs, leaving more people without insurance.

Finally, the cost of Medicare supplement insurance, which covers more than 80
percent of Medicare beneficiaries, is increasing as a result of HCFA’s delays in con-
trolling the portion of hospital outpatient services which Medicare both doesn’t cover
and doesn’t limit balanced-billing of the beneficiaries. Estimates of the cost of this
delay are $570 million to be bore by Medicare beneficiaries or their Medicare sup-
plement coverage while HCFA uses its resources to rush implementation of risk ad-
justment designed to save the government only $200 million in 2000.

SUMMARY AND CONCLUSION

If the Medicare program is to be sustained for the next generation of beneficiaries
and beyond, it is crucial that the federal government employ every strategy appro-
priate to enhance quality health care options for beneficiaries and encourage the de-
velopment of lower cost options rather than relying on punitive regulations which
will reduce choice and funnel more people into the highest cost option—fee-for-serv-
ice Medicare. The Medicare+Choice program already is at an early crossroad where
improvements can allow it to flourish but neglect of necessary change will doom it
to failure. It would be more wise, in the long run, for the government to employ
market-oriented strategies to ensure that there are Medicare+Choice options avail-
able to beneficiaries and to create incentives for private health insurers and pro-
viders to deliver value in the context of the Medicare program. Because it is a crit-
ical building block in this market-based strategy, Medicare+Choice must be success-
ful.

In summary, HIAA believes that the prospects for success will be greatly im-
proved if the following steps are taken with respect to the Medicare+Choice pro-
gram:

e Adjust the payment structure so that increases cover medical inflation;

e Issue revised regulations to reduce costly administrative burdens on small,
rural and non-HMO plans;

¢ Change the due date of ACRs to November 1 to eliminate unnecessary risk;

* Delay and revise the proposed risk adjustment model to reduce the cost of re-
porting and system development; and

e Modify the role of risk adjustment so that overall revenues to the
Medicare+Choice program are not reduced, but simply reallocated among plans
based on the health status of enrollees.

A final word of caution: Congress must act quickly to direct HCFA to change
course in the manner outlined and to find ways to reduce the regulatory burden of
participating in the Medicare+Choice program if it wants the program to succeed.
The time frames for critical decisions relating, for instance, to system investments
are very short, particularly given HCFA’s anticipated risk adjustment schedule.
Thus, if Congress is to make adjustments to the program, it should act now.
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INFORMATION TECHNOLOGY ASSOCIATION OF AMERICA
ARLINGTON, VIRGINIA
February 25, 1999

Chairman Willliam Thomas
Committee on Ways and Means
Subcommittee on Health

U.S House of Representatives
1102 Longworth HOB
Washington, D.C. 20515

Dear Chairman Thomas:

On behalf of the 11,000 direct and affiliate members of the Information Tech-
nology Association of America (ITAA), I would like to submit this statement for the
printed record of the Subcommittee’s February 11, 1999, hearing on the Manage-
ment of the Medicare Program.

Since 1965, the Health Care Financing Administration (HCFA) has been tasked
with the ever-increasing workload of administering the Medicare program through
a limited group of Health Insurance Providers. ITAA strongly believes that it is time
to leverage the free-market benefits of competition and flexibility by opening the
Medicare claims processing bidding to a broader group of service providers, specifi-
cally, the information technology sector. We believe competition would better serve
the customer, the American public.

In addition to their expertise in this area, the IT industry also builds and runs
many of the systems and applications that HCFA’s current contractors and their
partners already utilize. The IT industry has extensive experience in the claims
processing area in both the public and commercial sectors. An example, when Title
19 was enacted in 1965, it gave authority to the states to run the Medicaid, Pro-
gram. Many of the states turned to cutting edge information technology companies
who could excel in innovative solutions and adapt technology to best serve the cus-
tomer in a timely fashion. ITAA firmly believes Medicare recipients too would ben-
efit greatly from competitive bidding on claims processing and increasing the num-
ber of potential vendors. The IT industry also is not subject to some potential pro-
vider/contractor conflicts of interests.

ITAA supports the requests of current HCFA Administrator Nancy-Ann Min
DeParle and her predecessors who state that the best solution for the government,
and ultimately the customer, is to open up the Medicare program to increased com-
petition in order to obtain the best management possible. If my staff or I can pro-
vide you with additional information on this subject, please let me know.

Sincerely,
HARRIS N. MILLER
President

Statement of Jack Pivar, President, National Association for the Support of
Long Term Care (NASL), Alexandria, VA

Chairman Thomas: On behalf of the National Association for the Support of Long
Term Care (NASL), I am pleased to submit the following written testimony to you
and members of the House Ways and Means Health Subcommittee. This testimony
is provided in response to the hearing held by your Subcommittee on February 11,
1999 to examine the Health Care Financing Administration’s (HCFA’s) ability to ad-
minister the current Medicare program.

NASL represents over 150 companies involved in the provision of services and
supplies to the long term care industry and is the only organization at the national
level concentrating its concerns and endeavors exclusively on legislative and regu-
latory matters regarding the ancillary service and product supply components to
long term care facilities. NASL has worked closely with Congress and HCFA in de-
veloping the skilled nursing facility prospective payment system (SNF PPS) and in
setting policy for (non-physician) Part B issues.

We appreciate not only the opportunity to comment, but also your continuing ef-
forts to monitor HCFA’s Medicare program management challenges. We, like you,
agree that our nation’s seniors deserve a well managed Medicare program that
meets their health needs.

Essential to this examination, are the following principles:
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« Beneficiary services should not be put at risk or disadvantaged by HCFA’s com-
puter systems problems.

¢ Clinical standards and program safeguards are being undermined by the inabil-
ity of HCFA or its contractors to meet minimum performance standards.

« HCFA’s administrative problems should not supersede the need to address real
policy issues.

Each principle is discussed in greater detail below.

1. BENEFICIARY SERVICES SHOULD NOT BE PUT AT RISK OR DISADVANTAGED BY
HCFA’s COMPUTER SYSTEMS PROBLEMS

*« We are deeply concerned that HCFA has begun to cite Y2K issues as the pri-
mary reason for not moving forward on needed policy changes.

The skilled nursing facility prospective payment system must be finalized. SNF
PPS, perhaps the biggest change to the industry since the beginning of the Medicare
program, is currently being implemented pursuant to an interim final rule. HCFA
now projects the final rule will be released in May. By definition, an interim final
rule lacks the level of certainty needed by providers who are in the process of mak-
ing costly changes to their own systems. By the time the final rule is released, pro-
viders will have worked under this interim rule for almost a year.

¢ Non therapy ancillary services must be appropriately funded. Early research
findings show the Resource Utilization Group III (RUG III) system under the skilled
nursing facility prospective payment system (SNF PPS) fails to adequately account
for the costs of certain non-therapy ancillary services. These non-therapy ancillary
services include prescription drugs, respiratory therapy, laboratory and certain com-
plex medical equipment. Without the implementation of an interim solution, elderly
Medicare beneficiaries may not have access to these services.

As evidenced by Representative Johnson’s comments during the hearing, this
problem is real. Nevertheless, potential, interim solutions continue to be rejected or
limited by HCFA’s Y2K computer compliance problems. Policy decisions directly af-
fecting beneficiaries’ needs are being dictated by the status of HCFA’s “mission crit-
ical systems.”

» Seniors must be afforded relief from the $1,500 therapy cap. Due to computer
systems problems, HCFA has also been unable to fully implement the $1,500 on out-
patient rehabilitation therapy services which has exacerbated the already inequi-
table impact of these financial limitations. The way HCFA has implemented the pol-
icy significantly impacts skilled nursing facility outpatient and rehabilitation facility
patients, many of whom may exceed the cap. Nursing homes are put at risk to pro-
vide services without assurances such services will be reimbursed.

NASL continues to oppose as bad health care policy, the implementation of any
type of arbitrary financial limitations on medically necessary services. We believe
beneficiary needs should dictate the provision of services.

II. CLINICAL STANDARDS AND PROGRAM SAFEGUARDS ARE BEING UNDERMINED BY
THE INABILITY OF HCFA AND ITS CONTRACTORS TO MEET MINIMUM PERFORMANCE
STANDARDS

We are concerned the integrity of the Medicare program is being compromised by
management challenges within HCFA and its contractors. HCFA’s lack of oversight
of its contractors, coupled with inadequate training, has resulted in inconsistent and
incorrect implementation instructions.

Criticisms have been leveled against HCFA, particularly by the Small Business
Administration for HCFA’s apparent disregard of the requirements under both the
Administrative Procedures Act and the Regulatory Flexibility Act in promulgating
regulations pursuant to the Balanced Budget Act of 1997.

Informal directives in the form of program transmittals and HCFA web site guid-
ances are being used as pseudo rulemaking vehicles. Many of these directives have
been inconsistent or contrary to the language of the interim final rule. Systems cru-
cial to the SNF PPS transition, including the Arkansas Shared System, continue to
remain inoperable seven months after the effective date of SNF PPS.

The following are just a few illustrative examples of management performance
problems which are threatening to undermine services being provided under the
Medicare program:

¢ Fiscal intermediaries under the Arkansas Shared System, have notified facili-
ties they will be unable to pay claims pursuant to the physician fee schedule until
“approximately” April. (See Mutual of Omaha notice attached.) According to the no-
tice, Medicare claims will be temporarily paid under cost reimbursement method-
ology which will likely result in overpayments. These overpayments will in turn
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likely result in a future recovery of payments. In addition, the contractor predicts
the coinsurance amounts calculated during the interim period will also be invalid.

¢ In a recent transmittal, HCFA instructed their contractors, as of April 5, 1999,
to “return as unprocessable” all claims submitted by providers that are not Y2K
compliant. At this time, a standard UB92 form capable of accepting that much data
still does not exist.

« A provider’s claims for outpatient services were recently rejected due to the in-
clusion of discipline specific modifiers on the claim. The provider was instructed by
the fiscal intermediary to resubmit the claims, without the modifiers. A week later
the claims were again rejected for not including discipline specific modifiers.

¢ A provider contacted their fiscal intermediary in an effort to obtain a copy of
the physician fee schedules, and was told they would need to submit a Freedom of
Information Act request to obtain the information.

III. HCFA’S ADMINISTRATIVE PROBLEMS SHOULD NOT SUPERSEDE THE NEED TO
ADDRESS REAL PoLicy ISSUES

As indicated in our February 22, 1999 letter to you (copy attached) we commend
you and Representative Johnson for your leadership roles in addressing the crucial
policy issues associated with the treatment of medically complex patients under the
skilled nursing facility prospective payment system. We strongly support your rec-
ommendation that HCFA hold a Town Hall Meeting to discuss interim solutions to
the problem and offer any assistance we may be able to provide in this regard.

HCFA’s “short term” management challenges, while administrative in nature, can
and do have a direct and immediate impact upon policy and the quality of services
provided to beneficiaries. We thank you, Mr. Chairman, for not allowing the debate
on HCFA’s administrative performance, to eclipse the need to address the real policy
issues that continue to exist.

We see the need for the following policy issues to be addressed:

1. The skilled nursing facility prospective payment system structure is under-fund-
ed.—Estimates show the actual reduction in Medicare skilled nursing facility pro-
spective payment system expenditures has far exceeded original savings projections.
Some portion of those savings needs to be returned to ensure success of the system
as well as access and quality of services for nursing home residents.

2. An interim solution must be implemented to address the non-therapy ancillary
component of the skilled nursing facility prospective payment system.—The skilled
nursing facility prospective payment system (SNF PPS) fails to adequately account
for the costs of certain non-therapy ancillary services including Without the imple-
mentation of an interim solution, elderly Medicare beneficiaries may not have access
to these services.

3. The $1,500 therapy cap placed on outpatient rehabilitation services must be re-
pealed or modified to ensure seniors receive medically necessary rehabilitative serv-
ices based on their condition and health and not on arbitrary payment limits.—Sen-
ator Grassley is expected to introduce legislation which would exempt from the caps,
Medicare beneficiaries meeting certain criteria. We encourage the introduction of a
companion bill in the House.

4. The merits of consolidating a number of services which historically have been
infrequently delivered in nursing homes, must be re-evaluated.—Due to Y2K systems
problems, HCFA has delayed “until further notice” consolidated billing requirements
for residents in a Part B stay. HCFA should provide the industry with a minimum
of six months notification once the determination has been made to fully implement
SNF PPS consolidated billing requirements. We hope Congress will use this time
to reconsider what obligations should be placed on nursing homes such as services
provided under agreement with suppliers of x-ray, clinical lab and ambulance serv-
ices. The law creates an overwhelming burden upon the nursing home, and an ad-
ministrative catastrophe for the Program.

5. HCFA needs to establish an appropriate site of service differential for non-physi-
cian services shifted to fee schedules by the Balanced Budget Act of 1997.—Estab-
lishing a site of service differential for services performed at a SNF or similar facil-
ity is needed to reflect the fact that different providers have different cost structures
and that different costs arise in connection with the performance of similar services.

CONCLUSION
Severe Balanced Budget Act of 1997 implementation problems continue to exist,

particularly within the skilled nursing facility prospective payment system. Com-
puter systems capabilities are dictating decisions being made regarding bene-
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ficiaries’ access to services. Policy decisions which should be made in accordance
with the Administrative Procedures Act, are being implemented by informal notices.
Providers are struggling to comply with rules that seem to change daily, only to find
out the claims systems are not capable of processing the claims. HCFA and its con-
tra};:tolllslfinust be required to meet the same standards to which providers continue
to be held.

Once again, Mr. Chairman, we appreciate your leadership and your continued at-
tenti(()in on these matters. We request these comments be made part of the hearing
record.

[Attachments are being retained in the Committee files.]

O
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